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ECONOMIC DEVELOPMENTS AFFECTING CREATION 
AND CONSERVATION OF PERSONAL AND CORPORATE CAPITAL 


WE STILL HAVE TO PAY THE BILL 


Editorial 


E started the war with a national debt 

of $49,000,000,000 (June 30, 1941). 
We ended the war with a national debt of 
$263,000,000,000 (August 30, 1945). The 
difference of $214,000,000,000 is the most 
important measure we have of the extent 
to which we did not meet the costs of war 
(and federal government activities) on the 
pay-as-you-go plan. The war bill, according 
to the Treasury Department’s analysis of 
expenditures for war activities, shows a 
total of $281,489,000,000 expended between 
January 1941 and January 1946. 


This is not—as some so-called economists 
assert—a mere bookkeeping item, “because 
we owe it to ourselves.” The Federal gov- 
ernment, representing the people on behalf 
of whom these expenditures for protection 
were made (all Americans) owe it to those 
who put up the money, by purchase of war 
bonds, with which the country financed its 
expenditures. The government has a great 
moral obligation not only to meet its dollar 
debts but also to do its part in restraining 
decline in the purchasing power of those 
interest and priricipal dollars. Actually, 
investors in war bonds have already suf- 
fered a loss in purchasing power like 
everyone else who owns dollars or dollar 
obligations—of about 30 percent* since the 
start of the war. 


Against this creation of $214 billion of 
obligations there was not a corresponding 
creation of wealth—either in goods de- 
sired by the public or of plant and equip- 
ment to make such goods. We have more 
money or evidences of money than we have 
goods, at the pre-war prices for those goods. 
We call this “inflation” or a rise in the cost 
of living. 

*Based on cost-of-living increase shown 

in Bureau of Labor Statistics index: 104.6 

in June 1941 to 131.5 in May 1946.. 


It is suggested that full use of our pro- 
ductive facilities can create enough goods 
to make up the difference and reestablish 
the old balance. This is not true, for the 
reason that new production does not re- 
tire money from circulation or deposit. 
Production can increase the ratio of goods 
to money; it cannot decrease the amount of 
money. Taxation used to reduce the govern- 
ment debt can reduce the supply by reducing 
bank deposits. Proposals to reduce tax rates 
across the board can endanger the effort to 
avoid a continuing inflation. Taxes which 
impede publicly needed production by mak- 
ing investment or undertakings unattrac- 
tive should be lowered, to stimulate rise in 
the ratio of goods to money. Otherwise it 
seems desirable to maintain them on a ba- 
sis which allows us to cut down both the 
principal of the debt and its carrying 
charges, at the same time reducing govern- 
ment expenses. We still have to face the 
costs of war and government-expanded bu- 
reaucracy. 


We can face it honestly by holding gov- 
ernment expenditures to a minimum and 
assessing people on a fair tax basis, or we 
can face it in the delayed-bomb form of 
progressive inflation, which feeds upon it- 
self and ruins workers and savers alike. 
Actually, the increases in wages and other 
payments to individuals is already raising 
the personal income tax paying ability. 
And much of the savings from elimination 
of E.P.T. and lowering of corporate sur- 
taxes that finds its way to stockholders will 
increase the taxable incomes. But until the 
debt is under amortization, and production 
in high gear, a general tax reduction may 
only add to our inflation troubles and thus 
to the injury of those who invested their 
savings in the prosecution of war. 


ee ae 
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ALMOST EVERYBODY IS — 


ATURDAY EVENING POST is re- 

sponsible—and rightly so—for the 
statement that “millions of Americans con- 
template with delight the woes of corpora- 
tions and the impoverishment of investors 
—without suspecting how deeply that 
ubiquitious (always present) ‘little man’ is 
involved in the fate of these capitalistic en- 
tities.” 


It takes somebody with a sense of knowl- 
edge, and a knowledge of sense to point out, 
as do the editors of this journal, that any- 
one with a social security number is a ben- 
eficiary of successful investment. For the 
same unexplained and unpublicized reason, 
they editorially remark, we derive most of 
our benefits from corporate taxes if we are: 

A patient in an endowed hospital 

Member of group-medicine plan 

Veteran attending college under G.I. plan 

If we were to use up all the profit or have 
none—we wouldn’t be able to pay these tax 
dollars. Sure, the people that are responsible 
for paying them know that. But do the oth- 
er 75% of the people know it? Not by an 
eyeful. Do they know what students like L. 
Robert Driver (formerly with the S.E.C. 
and a tax accountant) know, that the aver- 
age wage for an employee in an industrial 
plant increased from $1241 in 1939 to $2386 
in 1946. Who takes the trouble to tell their 
employees? 

And in case the radical labor union 
spokesmen get warmed up over the “bloated 
stockholder” sunning on the Miami beach, 
do the managers of business tell the union 
members in their own plant what can so 
easily be proved: that if any man is good 
enough to earn and save $33,000 he would 
find that his income from that investment 
in “guaranteed” bonds had fallen from 
$1241 to $825. In the same seven years that 
average wages went up 92%, the wage for 
savings from past labor went down 33%. 


That figuring doesn’t excite anyone ex- 
cept a statistician—until it is translated in 
terms of human beings. To do that job it 
takes someone who can draw not just one 
picture of the present but another of the 
future. What is going to happen to the wife 
and children if the father’s pension de- 
‘ creases that much? And what is going to 
happen if people figure there is no profit 
in investing their money in private enter- 
prise, that they might better put it all in 
government bonds? 


The answer to that we had a year ago. 
It came from state-controlled Berlin. It 
read “We surrender—we’re licked by the 
superiority of your free country.” The an- 
swer to that we also had from Communist 
Moscow a few days ago. It read “Managers 
appointed by the Supreme State government 
have been found guilty and will be indicted 
for failure to meet their quotas or for tak- 
ing bonuses not earned by increased produc- 
tion.” And soon you may expect to see the 
statement from this government-controlled 
industrial world that “all newspapers cor- 
respondents have been banned’”—because 
they dared tell the truth. 


Isn’t it about time that we in free Amer- 
ica told the truth about our country? That 
it isn’t perfect, anymore than any of the 
people that make it up are perfect, but that 
it has made a place of security for the man 
who is willing to work, (the employee) the 
man who is willing to think (the manager) 
and the man who is willing to take a risk 
(the investor). And if any of them don’t 
like the place he works, or the place he man- 
ages or the place he invests his savings in 
—he is free to change. That has been the 
thing we call Free Enterprise. Where a 
brakeboy at a coal mine can be president 
of the company—or where the son of the 
company president can be president, as long 
as he does a good job and provides good 
jobs. 

When is it going to dawn on the people 
who control the destiny of this democratic 
nation that they are all playing two roles; 
first the producer of income and second the 
provider of savings which take care of their 
old age or inability and of their family? 
When? Only when the men who know that 
to be the truth are able and willing to speak 
up and tell them, in words of their own 
language. 

No one here knows the perfect answer. 
But if we start talking among our neigh- 
bors about what part each of us does know, 
we’ll soon find a lot more in common instead 
of a lot more in antagonism. 


“If we don’t stand for something, we will 
fall for anything.” 


IRENE DUNNE on America’s Town Meeting of the 
Air. % 





PAY, PENSIONS AND PATERNALISM 


Some Observations on Employee Relations 


ANK, store, railway or mill, a corpora- 

tion is known both by its products and 
its service. In our competitive system we 
do not behead the inefficient producer, we 
simply let him hang himself. As we get 
back into peace production and attain a 
realistic or free pricing economy, the bet- 
ter and cheaper product will drive out the 
inferior—given a fair salesmanship and a 
good reputation. 

Banks have one of the most competitive 
products. But many industries are finding 
new competition not only from other com- 
panies in the same line but from other 
adaptable materials. An example is the use 
of plastics in places where certain metals 
or natural textiles used to hold the stage. 

So the real competition is coming more 
and more from a different quarter: that 
of service. It is to be hoped that we have 
passed forever the day when banks gave 
away everything from costly checking and 
fiduciary services to gold fountain pens and 
other “door prizes.”” And in any business we 
find that a more sophisticated public is 
chary of glib talk about “service.” 

* * * 
UT there are two forms of “service” 
without which an institution cannot 
prosper in the super-charged atmosphere 
of today. The first is the service rendered 
inside the company. How does it treat its 
employees? If employees are chaffing at the 
bit, because of pay, privileges or prospects, 
they won’t turn out as good a production, 
may cause losses and generally put the 

company at a disadvantage. 

A good industrial relations director— 
given the support of the rest of manage- 
ment—can earn a top salary many times 
over, and help others increase theirs. We 
cannot criticize unions for some skepticism 
over the productivity base as long as we do 
not recognize that productivity is more im- 
portant than pay-rate. 

Pay is basic to the employee, and we may 
be in for a good deal of shifting employ- 
ment as rates vary sharply between types 
of work. But it is not the only important 
factor. The feeling of security is high on 
the list. Too much of it can create indiffer- 
ence, too little of it can bring low morale 
aiid: production. And either of them, without 
geod working conditions, which show that 


management is trying to provide real serv- 
ice to its employees, is incomplete. 
* * * 

HERE is a real danger in the set-up of 

some pension plans, however, which 
arises out of extreme penalties for the man 
who changes jobs. First, there may be such 
a premium on long service as to hold below- 
average or incapable personnel. On the oth- 
er side, the employee may feel he.is caught 
in a trap where he can hardly afford to lose 
his seniority status. This can have the 
marks of paternalism, especially where the 
functions and workings of the pension plan 
are not reviewed with him from time to 
time. 

A pension plan should not weigh down a 
company to continuing commitments which, 
may bring the whole plan into difficulties 
when volume or income falls off. And it 
should not impede the feeling of freedom of 
movement of employees. A premium for 
loyalty and reduction of turn-over is logi- 
cal, but security can be purchased at too 
high a price—either by national fiat for 
company plan. 

Trustees of pension plans may well serve 
their beneficiary companies and the em- 
ployees by checking with their corporate 
customers on the human as well as the fi- 
nancial soundness of these plans, and make 
sure that they have not been simply 
“slapped on” in high tax times but, rather, 
are appreciated by both management and 
employees. If they are not, revision may be 
in order lest they become a burden or a 
subsidy to inefficiency. 


TO KEEP BANK EMPLOYEES 


A well thought-out program of employee re- 
lationship is one of the basic needs of banking. 
We are losing too many competent and valu- 
able men and women to other lines of business. 
In my opinion, each bank should give careful 
attention to improving working conditions and 
opportunities in banking. Adequate pension 
plans, medical and hospital protection, group 
insurance, and other benefits are practical 
ways which you as employers can use to pro- 
mote better conditions for your employees. 
The improvements will, I think, pay good divi- 
dends. 


Leon Rightmire, Pres. Washington Bankers Assn., 
before 50th Annual Convention. 
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STABILITY IN PRICES and WAGE COSTS 


SSUMPTIONS that prices found their 
A “uncontrolled” level during the tem- 
porary suspension of O.P.A. from June 15 
to July 15 are recognized as incorrect. But 
it is significant that the cost to consumer 
of non-food prices (recorded by the Bu- 
reau of Labor Statistics) rose less than one 
percent during this period. The composite 
index of prices showed increase of 5%% 
largely because of the elimination of sub- 
sidies removed from food items such as 
dairy products—which jumped 20 percent 
and meats—which increased about 30 per- 
cent. 


Some erroneous figures, such as those 
publicized by the C.1I.0. purporting to show 
a 25% rise in this period, are coincidentally 
similar to the fatuous report of a 25% in- 
crease in the “28 basic commodities” issued 
by the Department of Commerce, which 
loaded the index with a 140% increase in 
the price at which a single shipment of 
Japanese silk sold. This “Let ’em wear silk” 
pronouncement outdid Marie Antoinette 
for unrealism. 


Every responsible businessman has a 
keen interest in keeping prices in check. 
They want volume and fair profit and good- 
will—not just temporary landfalls, knowing 
that rising prices dry up the available sup- 
ply of consumer purchasing power for their 
goods. They also know that production can- 
not come in items or qualities in which 
payroll, material and other costs (all large- 
ly affected by wage rates) unless the sale 
price allows reasonable profit. 

The growing recognition, among labor 
leaders, of the inevitable price spiral 
caused by wage increases, is the hopeful 


sign in the economic skies. Leadership of 
C.1.0. has followed A.F. of L. and some in- 
dependent unions in an intelligent exposi- 
tion of the dangers inherent in further 
general wage demands. In the “Economic 
Outlook” for July, the editors state: 


“If (wage increases) are won, they are 
likely to be reflected in further price in- 
creases . . . we Gan accomplish more by 
price action than by wage action to main- 
tain the purchasing power of our wage in- 
come. 


This wage-price relationship is scheduled 
for discussion as a policy matter at C.I.0.’s 
international executive board meeting this 
month, called by Philip Murray, with Wal- 
ter Reuther of U.A.W. advocating avoid- 
ance of pay rises to put a floor under buy- 
ing power of the dollar. “Labor’s Monthly 
Survey” of the A.F. of L. has urged this 
point of view in recent editorials. 


This policy, if followed through, will put 
it up to business to see that every effort is 
made to the same end. So far as their prices 
are a true reflection of costs, they will un- 
doubtedly be held, and as production ad- 
vances with cessation of strikes and slow- 
downs and parts shortages, even be rolled 
back where possible. 


It should be remembered that a producer 
and distributor has only been able to meet 
increased wage costs because interest costs 
have declined sharply, stockholders have 
taken, on the average, little or no “pay rise 
for years, and technological progress has 
paid out most of its benefits to the em- 
ployee rather than to the provider of its 
tools and finances. 


Personal Incomes and Savings 


IZE of an individual’s income is not the 

basic influence determining the amount 
of an individual’s current savings, accord- 
ing to a test survey reported in the Federal 
Reserve Bulletin for July. People who have 
had more education, who live in rural com- 
munities, who are self employed or have 
professional occupations, and who have reg- 
ular saving programs tend to save more 
than others in the same income group. 


The survey found that 52 per cent of 
net savings in 1945 were accumulated by 


spending units (family pools) with incomes 
of $4,000 a year or more, constituting 15 
per cent of the nation’s total units; and that 
3 per cent of spending units earning $7,500 
or more annually accounted for 24 per cent 
of total net savings. Thus, units with in- 
comes between $1,000 and $4,000, making 
up almost two-thirds of all units, accounted 
for the other half of annual net savings. 


The 70 per cent of spending units vwitde- 
incomes under $3,000. accounted fomfiéss 
than a quarter of all saving, but.cheld® 38 





per cent of all liquid assets (bank deposits 
and government securities). The 8 per cent 
with incomes over $5,000 accounted for 40 
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per cent of saving and 36 per cent of liquid 
assets. The group from $3,000 to $4,000, 
which accounted for 24 per cent of saving, 
had only 16 per cent of liquid assets. The 
greater concentration of saving in general, 
the Bulletin explained, is probably that 
some of those with large assets in the low- 
er income groups had high incomes in the 
past. The wide difference between assets 
and savings in the middle income group is 
due probably to the rapid advance in recent 
years from lower income levels. 


Types of assets taken by saving varied 
considerably. Only 12 per cent of spending 
units saved exclusively by increasing hold- 
ings of bank deposits and government se- 
curities. The most widespread form was 
premiums on life or retirement insurance, 
which were paid by three out of five spend- 
ing units. Two out of five increased their 
holdings of liquid assets as a whole and al- 
most the same number increased holdings 
of savings bonds; one in five increased their 
savings accounts, and one in ten increased 
checking accounts. 


The survey indicates that saving from 
‘urrent income and the holding of liquid 
assets is general, but that the dollar 
amounts representing potential buying pow- 
er are concentrated in relatively few hands. 
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A significant disclosure is that half the 
families of the nation had less than $2,000 
of current income for 1945 despite the high 
level of general business activity. 


This is the second of three parts of a sur- 
vey done cooperatively by the Federal Re- 
serve System and the Bureau of Agricul- 
tural Economics. (The first was reported in 
Trusts and Estates for July, under “Liquid 
Assets and Savings’’). The survey is based 
on hour-long interviews with approximately 
3,000 spending units selected as to give a 
representative sample of the entire popula- 
tion. The survey covered only the year 1945 
and was a limited sample, therefore tenta- 
tive; however, the conclusions reached are 
interesting and significant. 


0 


“Buying Insurance” is the title of a 136 page 
book just published by the National Associa- 
tion of Secondary School Principals, for the 
use of high school students. One of 16 Con- 
sumer Study books published by this group 
and financed by the National Better Business 
Bureau, it covers fire, casualty and life insur- 
ance. 


Executors 


on whom rest the responsibility 


of disposing of jewelry and 
precious objects for estates, can 
have full trust in offers made 
for purchase of single items or 
lots, with the assurance that all 
information will be held in 


strictest confidence by 


HAMMER GALLERIES 


682 Fifth Ave. * New York 19 
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Act, National Wage Stabilization Board provisions, veteran's reemploy- 
ment rights, anti-discrimination laws,. public contracts law relating to 
labor, anti-injunction laws, state labor relations acts, state wage and 
hour laws, etc. 

Pertinent amendments, regulations, rulings, interpretative bulletins, 
and court decisions are likewise promptly reported. Thus, subscribers 
always have the last word, the newest development, the latest twist and 
turn of events of interest or importance in the field of ‘‘labor law.” 
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EMPLOYEES PROFIT SHARING — 
A REAPPRAISAL 


IDENTIFICATION or BENEFITS ESSENTIAL 
TO PRESERVATION or PROFIT SYSTEM 


No. 15 in Trusts and Estates Series “Public Reporting of Private Enterprise” 


USINESS prosperity and labor unrest, 

singly or in combination, have brought 
a nation-wide renewal of discussion on the 
merits and demerits of profit sharing. With 
a wave of major strikes just behind and 
with favorable prospects for active busi- 
ness ahead, profit sharing on a broader 
scale is being reappraised as a means of 
promoting harmony in employer-employee 
relations. 

Progressive industrial leaders realize 
that, between the force exerted by militant 
labor groups and governmental efforts to 
insure a continuing high level of wages 
and employment, our system of private cap- 
italism is under severe test, with or with- 
out price control. Profits are in the middle 
of a squeeze play. The belief that direct 
participation in the rewards of industry 
will bring about a better understanding of 
the democracy of our profit-and-loss system 
lends support to the advocates of profit 
sharing who hope thus to forestall further 
encroachments of government controls in 
industry and to reach a better distribution 
of rewards. 

The principles and possibilities of profit 
sharing need to be further explored. Usual 
accounting practice which confines the prof- 
it period to a limited time, as a quarterly 
or yearly period, may be a deterrent to the 
success of the sharing principle. Period of 
good earnings could be used to set up “Loss 
Reserves” and help to smooth out periods 
of poor earnings, thus providing partici- 
pation when earnings are bad as well as 
more prosperous times. (cf. “Profit Sharing 
via ‘Loss Reserves’”, Trusts and Estates, 
February 1946.) 

If our industrial economy is to achieve 
the productivity needed to sustain the new 
wage structure and attain the goal of low- 
er costs for consumers and adequate re- 
wards for producers, it is important that 
the necessity for profits and their benefits 
to our system of enterprise, be understood 
at all levels—by workers, managers and 
stockholders alike. 


Owners Initiated Profit Sharing 
ROFIT sharing, defined by the Interna- 
tional Congress on Profit Sharing held 

in Paris in 1889 as an “agreement (formal 
or informal) freely entered into by which 
the employees receive a share fixed in ad- 
vance of the profits,” has a history of about 
a century and a quarter. In Great Britain 
and on the Continent early plans were 
largely an expression of the social reform 
movement. In the United States, however, 
~~semerseseriiimcstesiatei ie San 
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it was fostered entirely by employers,! us- 
ually in times of high profitability. Here 
it was considered a means to stabilize 
wages and strengthen loyalty and enthusi- 
asm. Other hopes were for higher produc- 
tion and to reduce costs, eliminate labor 
disturbances and, formerly, to insure 
against union organization. 

In times of unusual business prosperity, 
sharing was sometimes considered a moral 
obligation to wage earners, that the fruits 
of industry might be more equitably dis- 
tributed. Sharing then was likely to be less 
by plan than impulse, often paternalistic in 
its introduction and continuity, and slapped 
on without employee understanding. Plans 
launched under such conditions were al- 
most certain to bring misunderstanding 
and discontent at some less rewarding pe- 
riod in the business cycle. 


Management No Longer Dictator 


l NTIL recent years owner-management 
has had virtually complete say as to 
the disposition of profits. It should be rec- 
ognized and publicized, however, that the 
strong and agressive union movement, the 
partnership of government in _ business 
through high corporate and income taxes, 
wage and salary controls by Congress, pub- 
licity on salaries and social policies directed 
in favor of lower-income groups have les- 
sened managements’ control. 


Accelerated development and wider ap- 
plication of unemployment insurance, old 
age pensions, sickness and disability insur- 

1Stewart, B. M. and Couper, W. J., Profit 

Sharing and Stock Ownership for Wage 

Earners and Executives. (New York: In- 

dustrial Relations Counselors, Inc.), 1945, 

p. 5. 





THE AVERAGE ANNUAL WAGE OF 
THE LINCOLN WORKER FROM 1929 
TO 1942 INTRASTED TO THE 
AVERAGE WAGE OF THE gg 
TOOL Ii Y WORK 


IN ER. 
THE ELECTRICAL MACHINERY. i" 
DUSTRY WORKER 
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Source: Statistical Abstract of the U. S. and Census of 
Manufactures. U. S. Dept. of Commerce. Industry figures 
available only for years shown. 
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ance, and other devices for broadening the 
protection of wage earners and low-income 
groups developed during World War II. 
Recently labor has attempted to base wage 
demands on ability to pay; and vacations 
and holidays with pay have been written 
into union contracts. Now labor is pressing 
for a guaranteed annual wage, as well as 
minimum wage requirements. 


The trend implies that industry may be 
required to make additional provisions for 
employee security; and that improvement 
of employer-employee relations through 
profit sharing can be expected only (a) 
after base wage rates and working condi- 
tions are as good or better than the aver- 
age prevailing in the industry or communi- 
ty, (b) when a high degree of regular em- 
ployment is provided, and (c) where meas- 
ures of security for workers are available 
at least equal to those required by local 
custom or law.” 


Granted these conditions, profit sharing 
may still be unattractive or a failure if not 
publicized and explained, or if a plan is 
put into effect by management only and 
not as a result of cooperative study. 


Successful Plans with Direct Incentives 


HE widely publicized profits plan 

adopted early this year by Eric Johns- 
ton, former head of the Chamber of Com- 
merce of the United States, for his com- 
panies in the State of Washington, is coinci- 
dent with adoption of the successful “‘multi- 
ple management” plan, originally created by 
McCormick & Company, Baltimore. Under 
this plan, the employees, through elected 
representatives are in regular contact with 
management and thus in a position to have 
a part in the development of the plan. This 
can avoid paternalism and misunderstand- 
ing or dissatisfaction. 


Another plan which has been singularly 
successful in increasing the average pay of 
workers, even to the point of drawing the 
attention of the Internal Revenue Depart- 
ment, is that of the Lincoln Electric Co. of 
Cleveland. The plan has been as unique in 
its success as Mr. Lincoln is individualistic 
in his personality and beliefs. Lincoln 
Electric’s profit sharing incentives have 
been strong enough so far to hold out 

2Stewart, B. M. and Couper, W. J., Profit 

Sharing and Stock Ownership for Wage 

Earners and Executives. (New York: In- 

dustrial Relations Counselors, Inc.), 1945, 

p. 43. 





against unionization, to pay wages aver- 
aging twice the national norm, and to show 
corresponding returns to investors. And 
this is in a “cyclical” type of industry. 


Profit sharing at the management level 
has been a spur to greater efficiency and 
production. For one thing, connection be- 
tween the individual’s effort and the reward 
are more readily traced and _ identified. 
However, special bonuses and extra pay- 
ments to key executives can be misunder- 
stood and resented by rank and file em- 
ployees. 


Organized Labor Views 


NION leaders are inclined to view prof- 

it sharing with suspicion and disap- 
proval, even with full understanding that 
employees would not be called on to share 
losses, even if they could afford to do so. 
A paternalistic “hand-out” when times are 
good, or a payment of some undetermined 
amount to be made at some future time, is 
not an adequate substitute for additions 
to the weekly pay envelope to meet the costs 
of living with freedom from worry. Organ- 
ized labor prefers to keep an independent 
bargaining position. Some unions after or- 
ganizing employees of companies with prof- 
it sharing plans have requested that the 
plan be discontinued and the bonus be in- 
cluded in basic wage rates. 


Union leaders also know that profits 
may be affected by many factors which 
could offset all the diligence and applica- 
tion of the workers through no fault of 
their own. Employees and labor leaders are 
well aware that world trade conditions, tar- 
iff barriers, legislative changes, price struc- 
ture, change in the business cycle, and other 
conditions and decisions over which the 
worker has no control may circumvent or 
wipe out profits even in a time of high pro- 
duction or seeming prosperity for his par- 
ticular company or industry. 


Some Reasons for Failure 


ECENT studies of experience with 

profit sharing reveal conflicting evi- 
dence of contributory causes for their suc- 
cess or failure. These vary widely between 
types of business, types of plans, the time 
plans were instituted, etc. Two outstand- 
ing reasons leading to failure, other than 
lack of profits to distribute, were: 


(a) A lack of clarity in the plan, and the 
consequent inability of the employee 
either to understand the plan itself, 
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or to identify his efforts in results 
leading to reward.* 


Employees’ lack of understanding of 
the principles involved and their in- 
ability to comprehend the influence 
of the business cycle upon profits.* 


Periods of no profit or of loss, especially 
if not explained at adoption and publicized 
throughout the history of the plan, or upon 
any large decline in profits, is the great 
stumbling block to understanding. Bonuses 
made available in good times are likely to 
be taken as a matter of course and expecta- 
tion, so a “break-even” point or period of 
operation at a loss must be fully understood 
if it is not to cause dissatisfaction or dis- 
content. 


Experience with discontinuance of profit 
sharing plans in Great Britain and the 





Causes of Discontinuance of Profit-Shar- 
ing Plans in Great Britain and the United 
States 


Conference Board 
British Survey Ss 

0. of No. of 
Com- Per Com- Per 
panies Cent panies Cent 


Apathy of employees, or 
dissatisfaction of em- 
ployers with results __ 87 
Dissatisfaction of em- 
ployees 16 4.1: 42 
Substitution of other 


Cause of Discontinuance 


22.0 16 16.7 


12.5 


43 10.9 13 
Business conditions, 
diminished profits, 
losses 
Changes in management 52 
Company out of busi- 
ness 49 
Government regulations __ 
Reason for discontinu- 
ance not given 


13.5 


26.3 21 
13.2 13 


21.9 


12.4 


11.3 13 13.5 


100.0 96 


100.0 


*In addition to 330 profit-sharing plans, statistics in- 
clude 46 stock-purchase plans and 19 employee-savings 
plans. 


Source: National Industrial Conference Board. 


United States have been somewhat similar. 
The 1937 study of the National Industrial 
Conference Board revealed that 60% of 


3“Profit Sharing,” by Robert L. Dixon, 
The Journal of Accountancy, July 1946, p. 
12. 

+The Conference Board Management Rec- 
ord, February 1946, p. 35. (New York: Na- 
tional Industrial Conference Board, Inc.) 
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known plans had been abandoned. The Brit- 
ish Ministry of Labor’s record in 1936 
showed that 62% of recorded plans had 
been discontinued. 
Explaining Relation to Worker 
and Investor 

DENTIFYING profits and their relation- 

ship to the particular individual in- 
volved at the time of payment is one fore- 
most requirement in the success of any 
plan for sharing. Eastman Kodak Com- 
pany’s “wage-dividend” plan, begun in 
1912, ties profit-sharing to dividend pay- 
ments, and thus provides constant reminder 
of the identity of worker and stockholder 
interests. Its comprehensive Employees 
Guidebook explains the plan in detail and 
in understandable terms. The handbook 
states: 

“The wage dividend has never been con- 
sidered a substitute for wages, and it is not 
taken into account by the Company in es- 
tablishing wage rates.” 

The history of the plan, its intended bene- 
fits, eligibility, administration, etc., are ex- 
plained in detail. 

An unusual approach to understanding 
of the reason for benefits is explained by 
M. L. Joslyn, chairman of the Joslyn Mfg. 
& Supply Co. in his preface to “The Joslyn 
Plan.” He said, “. . . the industrial ideal 
is to get the three entirely selfish forces 
(employer, employee and public) to pull 
together, not in the least because they are 
brothers, but solely because their selfish in- 
terests can be served best in that way.” 
In the company’s annual report for 1945, 
Mr. Joslyn pointed out: 


TOOLS AND SUPPLIES & 


POWER, HEAT, LIGHT. INSURANCE, 
DEPRECIATION (FACTORY a 


TAXES, LOCAL, STATE, AND FEDERAL 
“ 


ADMINISTRATION, SELLING, 
AND ADVERTISING 4 


COST OF HIRED CAPITAL 
{OIVIDENDS TO STOCKHOLDERS) 


EMPLOYEES’ PROFIT SHARING 
RETIREMENT TRUST 2%et 


‘WAGES TO OFFICERS. 


PROFIT (AFTER 
EXPENSES AND RESERVES) 
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“Our Profit Sharing Plan is expensive, but 
we believe it pays and it is the last thing on 
which we would want to economize. It is lim- 
ited to salaries and wages not exceeding 
$4,000 a year and so primarily, and almost 
exclusively benefits the ordinary worker who 
needs it most. Too many alleged profit shar- 
ing plans are designed largely for higher 
salaried men and are not democratic in prin- 
ciple, or effective in operation. Others are 
inadequate in the rewards offered for loyal 
efficient continuous service. Our total divi- 
dends to common stockholders during 1945 
were $525,000, while our contribution to our 
workers, in excess of wages fully equal to 
the best standards of our industry was 
$473,146, or nearly as much as common stock 
dividends This, we contend, is real profit 
sharing.” 


The importance of identifying the extra 
payment for what it is and in relation to the 
regular pay scale is emphasized by the ex- 
perence of the Elgin National Watch Com- 
pany. L. C. Barbury, an executive of Elgin 
Watch Company, commenting on his Com- 
pany’s sharing plans, says: 

“Our profit-sharing plan, which is based 
upon the yearly earnings of the company, is 
paid in two instalments in the following 
year. The management, however, feels that. 
this plan is not accomplishing what the 
company hoped it would. The reason is prob- 
ably because it is not closely related in the 
mind of the employee with his daily earn- 
ings and effort, but is looked upon as a gift 
based on the prosperity of the company. 
Also, when comparing rates of pay with 
other nearby companies, the employee fails 
to include his bonus, or pro-rate it over his 
earnings; therefore, he feels that other con- 
cerns who may not pay a bonus have much 


shows what became of the Totheim Dollar for the Years 
1941, 1942, 1943, and 1944: 

1941 1942 1943 1944 
Materials Purchased 40¢ 39¢ 38¢ 39¢ 
Wages to Employees 22Kot 22%¢ 29¢ 34K4 
Tools and Supplies 3¢ KA 6¢ 6¢ 
“—a S¢ 7% 6¢ 5¢ 
Taxes, Local, State, and Federal 12¢ 7¢ 4¢ 
Administration, Selling, Advertising 6¢ 2¢ 34 
Wages to Officers 1 Hot 1HA 1% 
Freight, Incoming and Outgoing Materials 2¢ us xs 
’ Total Cost of Doing Business spinels 2K JOA GHA 
Remainder of Seles Dollar distributed as follows: 
Cost of Hired Capital (Dividends to Stockholders) 4¢ 4¢ 4¢ 3¢ 
Employees’ Profit Sharing Retirement Trust XS 3X 4H 2%5 
Postwar Conversion Reserve Kk 1%h 1h =H 
Real Profit (After Expenses and Reserves) 2%t | Kot _ Kh 


TOKHEIM DOLLAR $1.00 $1.00 $1.00 $1.00 


The following comparison 


From Progress News, bi-monthly publication for employees of Tokheim Oil & Tank Co. 
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better wage rates than those under which 
he is working, when actually his total earn- 
ings might be as high or higher.” 


Thus the employee must be advised of 
the status of sharing and bonus plans re- 
peatedly and in understandable terms in 
media such as annual reports, employee 
magazines, publicity letters and folders, 
and graphic illustrations for the bulletin 
boards at plant and office, if the plan, how- 
ever well intended, is to be successful. 


New Plans to Provide for Special 
Contingencies 


RUSTEED profit sharing plans devel- 

oped substantially during World War 
II with impetus from the tax laws. Earn- 
ings in the excess-profits tax brackets gave 
employers an opportunity to share with 
employees through approved plans, without 
much loss of net income. The employer’s 
contribution not being considered taxable 
income until made available to the employee, 
the trusteed profit sharing plans was, in 
many cases, regarded as a substitute for a 
pension plan. It is now, fortunately, recog- 
nized not as a pension substitute but as a 
valuable supplement and incentive to pro- 
duction. The government ruling, PS No. 53, 
dated October 4, 1945, stating that employ- 
ers could again distribute profits in cash 
renewed interest in the subject after the 
restrictions during the war years. 


Spurred by the war developments and a 
growing social awareness and realization of 
the value of improved human relations in 
industry, business organizations are con- 
sidering establishment of deferred profit 
sharing plans which will provide for con- 
tingencies never before considered the con- 
cern of management. Under these plans 
amounts credited to the accounts of indi- 
vidual employees might be withdrawn and 
utilized to cover hospitalization, severance 
of employment resulting from disability or 
for other purposes.® 


Other “incentive” or “piece-work” plans 
rather than the usual sharing of profit, 
plans are based on individual contributions 
to expanded profits realized through great- 
er unit production. Payments under such 
plans are based on a fixed number of dol- 
lars for each unit produced or for each unit 
in excess of some fixed amount, with cred- 





5Barron’s dated August 5, 1946, “Profit- 
Sharing Plans Blossom in Prosperity,” by 
Paul A. Johnston, p. 3. 
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its used to provide benefits in the event of 
death, disability, retirement, layoff, bal-. 
anced annual wage, vacation expenses, sev- 
erance of employment, or other special pro- 
visions.® 


Another field in which management is. 
increasing its concern for improved indus- 
trial relations is liberalization of pension 
plans. Vincent L. Banker, vice president of 
the Chase National Bank of New York, has 
described this trend as analagous to a man 
“revising and extending his will from time 
to time in view of altered circumstances.” 
He pointed out that more elastic provisions 
for additional benefits are being embodied 
in an increasing number of plans. Trust 
officers have long cautioned against com- 
mitment of fixed expenses beyond those 
justified by earnings history over a consid- 
erable period of years. The essential ele- 
ment of realistic flexibility has been fur- 
nished by supplementary profit sharing 
plans providing increased benefits or 
amounts geared to profits. 


Recent Studies 


Studies have recently been made examin- 
ing the subject of profit sharing under 
three main heads: Labor’s claim to share 
in industrial profits, cycles in development 
of profit sharing, and profit sharing in the 
postwar period. Three recent publications 
are: 

Experience with profit sharing, by F. 

Beatrice Brower. (In Management Record, 


National Industrial Conference Board, Inc., 
New York,. February 1946, pp. 33-38.) 


Profit sharing and stock ownership for 
wage earners and executives, by Bryce M. 
Stewart and Walter J. Couper. New York, 
Industrial Relations Counselors, Inc., 1945. 
142 pp., bibliography. (Monograph No. 10.) 

Sharing profits in industry, by Thomas K. 
Ford. Washington (1205 Nineteenth Street, 
NW.), Editorial Research Reports, 1946. 
(Vol. 1, 1946, No. 8.) 


Earlier this year, the Department of 
Commerce established a special division 
“to study and report on bonus, profit shar- 
ing, and other incentive systems which are 
being used or could be used to promote 
greater production, distribution, and con- 
sumption of goods.’’? 

6New York Times dated April 29, 1946, 

“New Trend Noted in Profit Sharing.” 


TUnited States Department of Commerce, 
Press Release dated March 10, 1946. 









ANNUAL REPORT SURVEY 


“More managements today are utilizing the 
annual report to foster constructive public re- 
lations than ever before in financial history,” 
said Weston Smith, business editor of Financial 
World, in announcing results of the Annual 
Survey of Annual Reports—1945. 


The survey, which selected 1,500 of the 3,000 
reports submitted for initial judging, found a 
rising trend in those meriting the top classifi- 
cation of “Modern” with 38 per cent in that 
category, compared with 30 per cent last year, 
and only 6 per cent in 1940, the first survey 
conducted. The old style or “Unchanged” clas- 
sification declined to 28 per cent of the total 
from 78 per cent in 1940. 


Announcement of the findings of an inde- 
pendent board of judges for final awards will 
be made later this year. 


Thirteen banks were among the number of 
award recipients. They are: Bank of America, 
San Francisco; Central National Bank, Cleve- 
land; Commercial National Bank, Peoria, II1.; 
Corn Exchange National Bank & Trust Co., 
Philadelphia; Fifth Third Union Trust Co., 
Cincinnati; First National Bank & Trust Co., 
Tulsa, Okla.; Franklin Square National Bank, 
Franklin Square, L. I.; Girard Trust Co., 
Philadelphia; Irving Trust Co., New York; 
Old National Bank, Evansville, Ind.; Peoples- 
Pittsburgh Trust Co., Pittsburgh; Rapid City 
National Bank, Rapid City, S. Dak., and Sav- 
ings Bank Trust Co., New York. 


0 


EMPLOYEE RELATIONS FIRST—Stock- 
holder Relations Last, according to recent sur- 
vey by Public Relations News of the interests 
of its readers. Interest in techniques, editor 
Griswold reports, had held first place during 
the past two years. Community Relations 
moved up to fourth preference in the latest 
poll, while stockholder relations are 12th. 


TRUSTS and ESTATES—August 194 


SURVEY ON EMPLOYEE EDUCATION 


Employe understanding of corporate earn- 
ings and profits is almost completely lacking 
yet business is doing relatively little to edu- 
cate workers, according to a survey just com- 
pleted by Public Relations News. The study 
shows that more than 58% of industrial execu- 
tives believe fewer than 10% of their em- 
ployes have “a reasonably accurate under- 
standing” of the subject. Only 7% of. those 
companies have ever made any study to de- 
termine the extent and cause of this ignor- 
ance. And of the companies that have made 
such studies, more than 20% have done noth- 
ing to correct the misunderstandings they dis- 
covered. 


Among the companies that have undertaken 
such educational campaigns, tools of educa- 
tion have been used in the following per- 
centages: 


46% 
42% 
36% 
24% 
. 28% 


Company publications - : 
Annual or quarterly reports - 
Meetings with employes 

Peace Mm 
Labor-management committees 
Community advertising . 22% 
Direct mail _ oie Mees 13% 
Posters ped : , , 6% 
ee Bois Oe el 
NN sal a a 2. “GR 


Use of community advertising and movies 
have had the greatest development this year. 


It costs slightly under one-and-one-half 
cents a reader to advertise in weekday news- 
papers, on the average of 1735 papers in 1379 
localities, :according to a compilation by the 
American Newspaper Publishers Assn. This 
figure is based on a 5,000 line campaign in all 
these papers, and would total a cost of $690.- 
994. 
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Labor Attitudes Make the Facts 


Studies of the attitudes of workers indicate 
they have little confidence in ‘business’ and 
they definitely feel that industry as a whole 
does not give a hoot about them. Only 28.5 
per cent say that they have been given any in- 
formation whatever by their company regard- 
ing future plans and prospects — meaning 
jobs. 


In our Wage Earner Forum we learned that 
while 71.8 per cent believe that capital is en- 
titled to dividends, 89.8 per cent believe that 
investors in the business are entitled to inter- 
est on their investment. On the matter of 
interest for investors, only 20 per cent believe 
the interest should be 4 per cent or less; 33.8 
per cent believe it should be not less than five 
or six per cent, and 15.9 per cent believe it 
should be more than 6 per cent. 


If there are not enough jobs, 45.4 per cent 
say that it will be the fault of business, as 
against 29.3 per cent who place the blame on 
government. But of both union and non-union 
workers, two-thirds agree that if there are 
not plenty of jobs in the next three to five 
years the government will have to take over. 
Asked if Congress should establish controls 
over labor unions similar to the controls 
established by Congress over business firms — 
62.6 per cent of wage earners said yes; even 
50.5 per cent of union members said yes. 


Whether the ideas and opinions of wage 
earners are based on facts is not important. 
That so many hold such ideas makes them 
facts which we have to know, to understand 
and to face. They tell us they get, as a rule, 
only one side of the story. They get it from 
the clever and aggressive pressure groups 
which feed out half-truths and distortions. 
They are suspicious of such organizations of 
big business, and disbelieve their statements. 


Before it can create understanding, industry 
must know what is on people’s minds. Beyond 
that it must know how to talk to them in 
terms of their interests and realities. Adver- 
tising and public relations spring from a real 
desire to be candid and sincere and to make 
your viewpoints understandable. 


EVERETT R. SMITH, Director of Re- 
search, Macfadden Publications, Inc., in ad- 
dress to Association of National Advertisers, 
1946 annual meeting. 
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Study Pension Plans 


A new committee of the Pennsylvania Bank- 
ers Association, to study bank pensions and 
pension plans suitable for adoption by Penn- 
sylvania banks, is headed by chairman Bernard 
C. Wolfe, of Towanda. 


SIMPLIFIED EARNINGS STATEMENTS 


Recognition of a change in the character of 
security holders is indicated in the study being 
conducted by the American Institute of Ac- 
countants, to further improvement and clarifi- 
cation of earnings statements, John P. Brion 
reports in the New York Times. 

Candid recognition of the accountant’s re- 
sponsibility to the stockholder is shown in the 
Institute’s outline of objectives, he says, as: 
“accounting is utilitarian: the text of account- 
ing concepts and principles lies in the broad 
social results which are achieved.” 

Special consideration is being given to the 
best method of handling items of a non-recur- 
ring nature, in net income and share earnings; 
and to achieve a greater degree of uniformity 
among earnings statements to reflect past per- 
formance and future potentialities of the re- 
porting company. 

War earnings in the hands of new millions 
has been a great factor in broadening corpo- 
rate investment. Many corporations too have 
encouraged employees to buy company securi- 
ties. Estimates are that over 25,000,000 are 
now holders, compared with less than 12,000,- 
000 in 1929. 





N. Y. Herald Tribune photo 


The annual meeting of Standard Oil of New 
Jersey was held in Flemington’s Palace The- 
ater. Attendance, but for threatening weather, 
would have set a record for the company. Some 
400 had indicated intention of attending, but 
actually about 300 were accommodated in fif- 
teen thirty-two passenger buses which afforded 
transportation from New York. Setting a pre- 
cedent, luncheon was served before the meeting, 
visiting stockholders, officials and the press 
being dined in the Grange, the Union Hotel 
and the Presbyterian Church. 
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CENTRAL HANOVER 
BANK AND TRUST COMPANY 


NEW YORK 


Statement of Condition, June 30, 1946 


ASSETS 
Cash and Due from Banks .. . « «$ 452,470,634.06 
U. S. Government Securities . . . .« . « 931,610,352.38 
State and Municipal Securities . . . ° 16,682,383.50 


Other Securities , — : 11,167,135.02 


Loans and Bills Purchased ee ee a 468,166,927.23 


Real Estate Mortgages. . ‘ 2,054,108.86 
Banking Houses . . . ° 13,074,009.00 
I ea eg ie ggg 3,067,642.40 


Customers’ Liability Account of Acceptances. 4,072,963. 34 





Total $1,902,366,205.79 


LIABILITIES 


Capital . « « «© e« +«$21,000,000.00 





ae Se . 80,000,000.00 
Undivided Profits . . . 18,310,985.76 $ 119,310,985. 
Reserves: x eae 

Taxes, Interest, etc. . 10,07 3,379. 
Dividend: 

Payable July 1, 1946 I ,050,000.00 
Acceptamces. . . . « ° 45225,402.30 
ts 2 2 «2.6 6 - « 1,767,706,437.80 

Total $1,902, 366,205.79 


There are pledged to secure public monies and to qualify for fiduciary powers 


U. &. Government Securities . . . .« ce « e $263,967, 566.08 


Member Federal Deposit Insurance Corporation 





Measures of National Income and Product 


ERTAIN measures of the income and 

product of the nation have been devel- 
oped and applied in public and private bus- 
iness planning, as their significance to indi- 
vidual concerns has become more widely ap- 
preciated, according to a study “Measuring 
National Income and Product” in July Bus- 
iness Conditions bulletin of the Federal Re- 
serve Bank of Chicago. The series most widely 
used are known as: income payments, dispos- 
able income, national income, and gross na- 
tional product. 


An increasing number of important private 
as well as public decisions have come to be 
based upon the current or anticipated levels 
of one or more of these measures. Utilization 
has been slower in private business than else- 
where, partly because income and product 
figures are difficult to compute and appear less 
promptly than some “barometric” series. 
There are at least two complete sets of esti- 
mates: the “official” series published regularly 
by the United States Department of Com- 
merce, and the more complex adjustments pub- 
lished at intervals by the National Bureau of 
Economic Research. 


Several official. series published by the 
U. S. Department of Commerce, which are best 
known, up-to-date, and widely used are: 


Income Payments — comprising all pay- 
ments to individuals, earned or unearned, 
other than proceeds from the sale of capital 
assets. All payments by governments are in- 
cluded. Income earned but not distributed 
(corporate savings) is excluded. 

Disposable Income — obtained from income 
payments by subtracting personal taxes (pri- 
marily income taxes) is more useful than 
income payments for problems of market re- 
search and general consumer spending anal- 
ysis. 

National Income — comprising the total 
earnings of labor and capital employed in the 
productive process, differs from income pay- 
ments by being income earned rather than in- 
come distributed. 








TABLE 2 


INTER-RELATIONS BETWEEN MAJOR NATIONAL 
INCOME AND PRODUCT SERIES, 1945 
Gross National Product (or Expenditure) 
Deduct business taxes, depreciation, etc. .................. 


Equals Net National Income ......................--:--+se00 
Adjust for corporate saving, social security, 
endl CERO TING sei scsi scctens ect bigen 


iquals Income Payments to Individuals ................. .. 
leduat. pubenees Gute OR. <i ck si 


160.7 
—21.0 


“quals Disposable Income of Individuals ..................... 139.7 


SOURCE: U. S. Department of Commerce, Survey of 
irrent Business, February 1946, pp. 7, 8, 32. 


Gross National Product (GNP) — a new 
series — includes all components of national 
income; plus business taxes, expenditures for 
capital maintenance, and certain minor items. 


Gross National Expenditure — is in theory 
gross national product under another name. 
As it is computed independently by adding 
expenditure statistics there is usually a small 
unexplained discrepancy. 


Examples of relationships are shown in ac- 


‘companying tables. 


TABLE 1 


COMPONENTS OF MAJOR NATIONAL INCOME AND 
PRODUCT SERIES, 1945 


(In_ billions of dollars) 


INCOME PAYMENTS 
Salaries and wages 
Direet and other relief 
Dividends and interest 
Entrepreneurial income and net rents and royalties 
Other income payments( mainly service allowances 
Oil GEORRIORIED  niiinisic cerripccendnteinne ae 


29.7 


Total—Income Payments ................. - 160.7 


FROM INCOME PAYMENTS TO NATIONAL INCOME . 
| NE ee EA St A nS eh ee 
Corporate savings ....... icapcaaebansecstecamiet 
Contributions to social insurance funds ... 

Deduct tramefor Pay mmemee nce. iste fiecssce epee 


Total—Net National Income .........................:es0:0- 

FROM NATIONAL INCOME TO GROSS NATIONAL 
PRODUCT 

Net National Income 
Business tax and nontax liabilities 
Depreciation and depletion charges 
a Rn ee ee ee ee 
Current outlay charged to capital expense .................. 
Inventory revaluation adjustment ieee 
Adjustment for discrepancies ................2...........-cccsssssceee 


Total—Gross National Product ................... 


GROSS NATIONAL EXPENDITURE 
Consumers’ goods and services .2..0...........0.-cccee---ceeeeeeeeeees 
Private gross capital formation: 

Residential construction -.....................csec....2--c00r0 
Other construction .................... 
Producers’ durable equipment 
Net changes in business inventories 
Net exports of goods and services ............. 
Net exports and monetary use of 

ONE A DONG os oie sds 


Total—Private capital 
Government expenditures for goods and 
Federal Government — 
Other .... 
Total—Federal FR As NEI 9 ee NL OPN 
State and local government .......0....200..000.0..:ccs000 
Total—Government expenditures 


Total—Gross National Expenditure 


‘Less than 50 million. 


Note: Figures do not necessarily add to totals because of 
rounding. 
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Sugar - Candy Economy 


From editorial in the London Economist of June 29, 1946 


HE human donkey requires either a 

carrot in front or a stick behind to 
goad it into activity. It is fashionable at 
the moment to argue that the carrot is the 
more important of the two: “incentive” is 
the watchword, and all classes of the com- 
munity are busy arguing that if only they 
are given a little bit more in the way of 
incentive (at the expense of the rest of the 
community) they will respond with more 
activity. But it is probably more realistic 
to hold that the stick is likely to be the more 
effective. It may be true that one reason 
why people will not work hard is that they 
can buy so little with their wages. But it 
is much more true that they will not work 
because the fear of the sack has vanished 
from the land. But the whole drift of Brit- 
ish society for two generations past has 
been to whittle away both at the carrot and 
the stick, until now very little of either is 


left. The passion for equality—excellent in 
itself—removed the carrot. There is a con- 
spiracy of labor, capital and the state to 
deny enterprise its reward. The state takes 
it away in high taxation. 

* * * 

The attitude of the trade unions, success- 
fully maintained, is that they will permit 
labor-saving devices only provided that they 
do not in fact save labor. Nor is the attitude 
of organized capital any better. The embat- 
tled trade association movement has had 
great success in building up a code of in- 
dustrial good manners which puts any at- 
tempt to reduce costs and prices by greater 
skill or enterprise under the ban of ‘“de- 
structive competition.” The industrialist 
who discovers a way of making things more 
cheaply is deprived by the state of all pe- 
cuniary return and by his own colleagues 
of any social reward. Instead of a carrot he 
gets a raspberry. 


The same process has been applied to 
the wage-earner. Together with the level- 
ling down of incomes there has gone a ley- 
elling up of wages. Day rates and “guaran- 
teed weeks” steadily replace payment by 
results, with the deliberate intention of in- 
suring that the slacker shall earn as much 
as the hard worker. The margin of advan- 
tage that a skilled artisan secures over an 
unskilled laborer, when taxation and the 
price level are taken into account, is only 
a small fraction of what it was before the 
First German War. And just as the enter- 
prising employer will be blackballed from 
his club, so the worker who works too hard 
will be told by his union that he is taking 
bread out of other men’s mouths. The whole 
effect of the growth in strength of the trade 
union movement—indeed, one can say its 
deliberate intention—has been to divorce 
the worker’s income (or at least his cash 
income) from any dependence on the ef- 
forts he makes. 


No one, in these days, would deny either 
the principle or the practice of social secur- 
ity. But the more comprehensive the pro- 
tection and the higher the benefits, the less, 
quite inevitably, is the urge to stay in em- 
ployment or to seek it when it is lost. When 
full employment is added to social security, 
the sanction for slackness almost disap- 
pears: the worker knows that he is unlikely 
to lose his job and that his sufferings will be 
limited if he does. 

* * * 


The British business man has also, in the 
last quarter-century, found ways and means 
of removing the stick from his back. The 
growth of trade associations, of price-fixing 
and market-sharing devices—the whole ap- 
paratus of protection, in fact—is inspired 
by nothing so much as by the desire to pre- 
vent the bankruptcy of the inefficient. In a 
competitive economy, such as the American, 
when one firm acquires a more efficient ma- 
chine, and cuts prices, all others are com- 
pelled to follow suit, whether they can “af- 
ford” to or not. 


The whole process of removing both the 
carrot and the stick has culminated in the 


‘extraordinary circumstances of today. No- 


body gains anything from activity or suf- 
fers anything from inactivity. The Soviet 
economy made an original attempt to do 





without incentives or sanctions, but it has 
long ago reintroduced them. And nowhere 
are the penalties of incompetence or lazi- 
ness more sharp. Both the Russian and the 
American economies are, avowedly and de- 
liberately, carrot-and-stick economies; the 
British is rapidly becoming a sugar-candy 
economy. 
* * *% 


Before we go very much further with 
the planned welfare state, some very hard 
thought needs to be given to these funda- 
mental issues. How can incentives to effort 
and enterprise be restored without aban- 
doning the aim of economic equality? How 
can sanctions for failure or slackness be 
reconciled with the principle of social se- 
curity ? 

Several ways to restore the carrot sug- 
gest themselves. Any form of payment by 
results works in the right direction. So 
does any attempt to preserve the margins 
of income (after taxation) that can be se- 
cured by greater skill or experience. It 
should be recognized that there is a limit 
beyond which the taxation of earned in- 
comes should not be carried—a limit that is 
greatly exceeded at the moment. Corporate 
property or income needs to be distin- 
guished from individual property or income 
and much more leniently treated. 

Another need is to see clearly, and pro- 
vide against, some of the dangers that are 
inherent in full employment. Present con- 
ditions ought to be enough to demonstrate 
the horrors of over-full employment and 
it is a false and unattainable ideal to em- 
ploy every man every day. Provided that 
no one is unemployed for more than a short 
time, an unemployment ratio of 5 per cent 
is not only supportable but absolutely neces- 
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The Kende Galleries offer unparalled facilities tor 
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sary to provide mobility and elasticity in 
the economy. 


Perhaps most necessary of all is a strong 
dose of realism in the approach to the hu- 
man problems of industry. 


No Bottomless Well 


By a curious sort of not too honest presenta- 
tion, a portion of the public has been made to 
believe that wages in large industry can be ad- 
vanced without limit and without effect on 
price.- The theory presupposes that corporate 
profits constitute a bottomless well endlessly 
to be dipped into. Just for purposes of rough 
comparison, it might be noted that the entirety 
of corporate dividends in the United States in 
1939 amounted to $3.8 billion and that the 
maximum amount in any year since then has 
only been $4.5 billion. These amounts repre- 
sent the comparatively small cost to America 
of having enormously productive and highly 
efficient tools of production — tools for un- 
paralleled abundance in peacetime and im- 
pregnable defense in wartime. The expectation 
of earning wages for tools — dividends for 
owners — is the only peacetime reason for 
creating jobs and payrolls. 

Dividends from manufacturing have aver- 
aged in the past four years about 7% per cent. 
of manufacturing wages and salaries — that 
is, the wages and salaries were about fifteen 
times the dividends. Since 1939 there has been 
a 70 per cent increase in wages. It is obvious 
that this great wage increase could not have 
been paid out of dividends — if you try to get 
a 70 per cent wage increase out of a 7 per cent 
margin what you really do is to abolish the 
reason for paying wages. 


Enders M. Voorhees, Chairman, Finance 
Committee of United States Steel Corp., in 
address before American Iron and Steel In- 
stitute. 
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— THE CAPITALABOR TEAM — 


Developments which have promoted, or promise to promote, mutual 
welfare of employees, employers and providers of capital tools. 


SCHOLARSHIPS 


The Carnation Co. of Milwaukee, which re- 
cently set aside $300,000 as a trust fund to 
provide advanced schooling or college for five 
children of company employes, announces the 
1945-47 winners. Five youngsters get $500 
each, chosen on the basis of character, schol- 
astic record and seriousness of purpose. 


500 WAGE INCENTIVE PLANS 


‘Some 500 variations of wage incentive plans 

are in use in the United States, G. Z. Wollam 
pointed out in-an address to the: Midwestern 
Conference of. Controllers. It is not to be 
wondered at that the experiences of many 
companies with incentive plans have been dis- 
appointing. The labor climate has not been 
helpful, and many companies need to revise 
their plans to make them workable, so that 
higher employee earnings: may result, along 
with more production, lower labor turn-over, 
and consequent good employee relations. 


DIAMONDS FOR SUGGESTIONS 


‘An unusual plan for suggestion awards has 
been inaugurated by American Viscose Corp. 
All' employees in plants where the “Proposal 
Plan” has been installed are eligible; except 
supérvisors and executives. Successful sugges- 
tioris receive double awards of pins and money: 

Gold pin for awards totaling $50 

Gold pin with two rubies for awards totaling 
$500 

Gold pin with one diamond for awards to- 
taling $2,500. 

Where savings can be calculated, the award 
is based on the savings to the company for one 
year from date of installation, and is computed 
at either 10 per cent of the net amount, which 
is defined as savings less installation costs, or 
up to 5 per cent of the gross amount, which- 
ever is the larger. 


EMPLOYEE SUGGESTIONS PAY 
BOTH WAYS 


Liberal awards to employees who submitted 
acceptable ideas through its Suggestion Sys- 
tem have been paid by The B. F. Goodrich 
Company. Inaugurated twenty-nine years ago, 
it is open to all employees in the office, fac- 

tory and field, except foremen 
and others in any managerial 
or special capacity. In an eye 
catching booklet, B. E. Seaver, 
manager of the Suggestion De- 
partment, answers whether it 
pays. Suggestions paid em- 
ployees, $35,185 in 1943 on 
2581 awards; $42,010 in 1944 
on 2287 awards; and $29,575 
in 1945 on 1576 awards. The 
minimum award was raised 
from $5.00 to $7.50, with no 
limit to the amount that may 
be paid. The accompanying illustration is taken 
from a booklet describing the System for 
employees; it is captioned: “You don’t have 
to be a genius to think up an award winning 
suggestion.” 


WILD EXAGGERATIONS 


“Executives responsible for the future of 
their corporations are too often unaware of 
the indoctrination that is being fed to the 
working force of this country. At least 25% of 
these workers receive regularly, propaganda 
carrying wild exaggerations of corporate prof- 
its, charging organized business with deliber- 
ate exploitation of the worker and advocating 
the worst extremes of government regulation 
and management. Another 25% receive occa- 
sional messages of this sort from sources 
which they are inclined to trust.” 


GLENN GRISWOLD, Editor, Public Re- 
lations News, July 1st. 
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Advice available for the disposition of stamp collections. 
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From CUSTOMER’S QUERY to TRUST SERVICE 


Editorial 


<6 HY worry about turning over leads 
W:. the trust department; I have my 
own job to do” is the frequently heard com- 
ment from commercial officers. And “How 
can we get anywhere without the coopera- 
tion of the bank?” asks the trust officer. 


There have been very few salesmen, or 
very few sales-minded officers, in trust de- 
partments. The social or contact officers 
have mainly been affiliated with the com- 
mercial banking side. The exceptions only 
prove the rule, and prove also that trust 
services not only can be sold but can re- 
sult in greater customer appreciation and 
close personal ties of enduring value. 


Many an opportunity to help the custom- 
er—whether he be proprietor, partner, em- 
ployee, officer or director of a business— 
has been completely muffed by failure to 
realize what a trust department can do for 
him personally. Even an executive of a cor- 
poration is only part corporate—the other 
and stronger part is personal. And that is 
where the trust department fits in. 


Just as one example, take ‘the matter of 
a man’s investments. Whether he discloses 
his uneasiness in conversation with a con- 
tact or field officer, or comes into the bank- 
ing department for investment advice, he 
is in search of relief from his burden of 
time and worry; he wants financial security. 


And he is willing to pay for it—given the 
confidence that the job can be handled by 
trained, level-headed men, or that he can 
readily get the data on which to form his 
own judgment. The growth of investment 
companies is proof of that. The use of in- 
surance companies for investment rather 
than insurance purposes is further proof. 
The great number of broker-managed ac- 
counts is additional confirmation. 


All of this only leads to the conclusion 
that the man of business, the woman of 
means, the retired couple and the young- 
man-on-the-way, are recognizing that, how- 
ever good they may be in making money, 
the job of conserving it is also a full-time 
one that calls for a specialist. 


Customers Can Now Enjoy Their Savings 


<1 O looking at the matter from the cus- 
S tomer’s point of view, the bank officer 


as well as the trust officer will be doing his 
friend or contact or prospect a service to 
let him know what his institution can do 
to help. The trend is definitely toward pro- 
fessional management of savings and in- 
vestment. It would not be wrong to say that 
few can afford—in these fast-moving and 
volatile times—not to have it. 


Take an example. Mr. B. expresses con- 
cern about the investment market, infla- 
tion, interest rates or the conditions of an 
industry to his commercial banker friend. 
Before 1929 said banker friend would prob- 
ably have rattled off a few names and sent 
the customer scurrying to his broker to put 
it on the line “on the advice of my banker.” 
Who got the credit for the losses following 
the crash? Both banker and broker. : 


Not that trust officers want to play goat 
and take the rap for any future ’9, but they 
have a chance to set the stage and tell Mr. 
B. that if it’s speculation he’s after, he can 
stick his U.O.I.’s into Widget warrants. But 
if it’s better than average security he 
wants, he can have a “companionate mar- 
riage” via an investment advisory or man- 
agement account. 


Some people just don’t like to have any- 
body else make mistakes or provide safe- 
guards for them. Let them know about the 
custodian account, and its advantages. That 
lets them get their toes in the water. The 
advisory or management account can fol- 
low when they find it isn’t too cold. 


So far, the accent has been on securi- 
ties for securities sake. The next step leads 
to the use of investments for the family’s 
sake: a trust account. Between the mutual 
or common trust fund and the tailor-made 
trust, the big and the small can be provided 
with an estate plan and an objective for 
their savings. This will put the emphasis 
where it belongs on securities for family 
security’s sake. . 


The commercial bank officer can do a 
great deal for his customer and his bank by 
opening the trust department door and in- 
troducing him to an enjoyment of savings 
equal to the enjoyment he has had in creat- 
ing those savings. 
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Trust Officers have found Connecticut General 
men particularly helpful because of their thorough training in the 


problems of estate analysis and planning. 


The result of such a training and of their experience in this work has 
given them a recognition of the necessity and value of the professional 
services rendered by Trust Officers and Lawyers. The Connecticut 
General Life Underwriter can be a logical part of this picture and a 
very practical part because his careful work can often save the Trust 
Officer much time and trouble. He brings, in addition to his own 
experience, the broad facilities of Connecticut General and its tech- 


nical Advisory Bureau. 


And so we say again, if he is from Connecticut General, give him a 


little of your time. He can help you. 


CONNECTICUT GENERAL 
LIFE INSURANCE COMPANY 


HARTFORD, CONNECTICUT 





STANDARD CLAUSES FOR WILLS 
TESTED FORMS ror TESTAMENTARY TRUSTS 


Final Instalment 


RALPH R. 


NEUHOFF 


Neuhoff, Millar, Tremayne & Schaefer, St. Louis, Missouri 


Class V. Appointment of Executors, Al- 
ternates and Ancillary—Exoneration 


Naming a single executor No. V 154 


I name the Trust Company (or 
Bank), now located at , in the City 
of e , or its suc- 


cessor, as EXECUTOR of this Will. 
No. V 155 


Trust Company (or 


Naming two executors 


I name the _________..._.- 
Bank), now located at , in the City 
of .....___., State of , or its suc- 
cessor, and A as EXECUTORS of this Will, 
and if A shall die, resign, be disqualified 
or unable or unwilling to act as such, then 
said - Trust Company (or Bank) 
shall be sole EXECUTOR. 


Note: See V 166 as to time of occurrence 
of vacancy. 


A, B, and C executors with succession 


No. V 156 


I name A and B and C as EXECUTORS 
of this Will, and, if either of them shall 
die, resign, be disqualified, or unwilling or 
unable to act, then the two remaining shall 
act as such EXECUTORS, and, if one of 
them shall likewise die, resign, or be dis- 
qualified, or unable or unwilling to act as 
such, then the other shall act as sole EX- 
ECUTOR, and, if he or she also shall die, 
resign, be disqualified, or unable or unwill- 
ing to act, then I name the -__... se 
Trust Company as such EXECUTOR. 


A and B executors, then survivor, then C 
and D, then survivor No. V 157 


I name A and B as EXECUTORS of this 
Will, and if either of them shall die, resign, 
be disqualified or unable or unwilling to 
act, then the other shall act as sole EXEC- 
UTOR, and if he also shall die, resign, be 
disqualified or unable or unwilling to act, 

This series, consisting of six instal- 
ments, will be available in pamphlet 
form. Prices on request. 


then | name C and D as COEXECUTORS, 
and if either shall die, resign, be disquali- 
fied or unable or unwilling to act, then I 
name the other as sole EXECUTOR. 


Executors alternatively A, B, and C and 
then a trust company No. V 158 


I hereby nominate A as EXECUTOR of 
this Will, and if he should die, resign, be 
disqualified or unable or unwilling to act 
as such, then I nominate B to be EXECU- 
TOR of this Will in his place and stead. 
Should he also die, resign, be disqualified 
or unable or unwilling to act as such, then 
I nominate C as EXECUTOR in his place 
and stead. Should he also die, resign, be 
disqualified, or unable or unwilling to act 
as such, then the said _. _. ___. Trust Com- 
pany shall act as sole EXECUTOR. 


Two joint executors and then trust company 
No. V 159 
I name A of ____... , and B of _. 
as joint EXECUTORS of this Will. In ¢ case 
one of them shall die, resign, be disquali- 
fied, or unable, or unwilling to act as such, 
then the other of them shall be sole EXEC- 
UTOR. In case both of them shall die, re- 
sign, or be disqualified, or unable or un- 
willing to act as such, then I name 
Trust Company, a _ : corporation, 
now located at ___._._. Street in the City 
OF oo: : 
EXECUTOR. 


Executors—husband, then two individuals, 
then survivor, then trust co. No. V 160 


I hereby nominate my husband, A, to be 
EXECUTOR of this Will. Should he die, re- 
sign, be disqualified or unable or unwilling 
to act as such, then I nominate my said son 
and my said daughter as COEXECUTORS. 
Should either of them die, resign, be dis- 
qualified, or unable or unwilling to act as 
such, then the other shall serve as sole EX- 
ECUTOR or EXECUTRIX as the case may 
be, and the number of EXECUTORS shall 
be reduced to one; and should the surviving 
or remaining EXECUTOR die, resign, be 
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disqualified, or unable or unwilling to act 
as such, then the said _._..._. _. Trust Com- 
pany shall act as sole EXECUTOR. 


Naming wife as executrix—with alternates 
No. V 161 
I name my wife, A, as EXECUTRIX of 
this Will; and in case she should die, resign, 
be disqualified, or unwilling or unable to act 
as such, whether before or after entering 
upon her duties, then I name my said son, 
B, as such EXECUTOR and in case he also 
shall die, resign, be disqualified or unable 
or unwilling to act as such, then I name the 
following persons as alternate EXECU- 
TORS, it being understood that they are 
not to act jointly, but are hereby selected 
by me in the order in which named to fill 
any vacancy caused by failure to act or 
discontinuance of any person prior in said 
list, whether said failure or discontinuance 
be because of death, resignation, disquali- 
fication, inability, or unwillingness to act 
and whether before or after entering upon 
his respective duties, said persons so named 
being as follows, to wit: first, C; second, 
D; third, E; fourth, F. All alternate or suc- 
cessor EXECUTORS shall have the same 
powers, discretions and duties herein vested 
in my EXECUTRIX. 


Alternate executors No. V 162 


I name my wife, A, my said son, B, and 
my said son, C, as EXECUTORS of this 
Will. If any of them shall die, resign, be 
disqualified, or unable or unwilling to act 
as such, then I name my said daughter, D, 
as COEXECUTOR to fill such vacancy. In 
case of a further vacancy in said board of 
three COEXECUTORS, whether by death, 
resignation, disqualification, inability, or 
unwillingness to act, then the number of 
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EXECUTORS shall be reduced to two and 
the surviving or remaining two EXECU- 
TORS shall act as COEXECUTORS, and 
upon the next vacancy in said board of two 
for any cause, the number of EXECUTORS 
shall be reduced permanently to one, and 
the surviving or remaining COEXECUTOR 
shall be the sole EXECUTOR or EXECU- 
TRIX, and if such surviving or remaining 
EXECUTOR or EXECUTRIX shall also 
die, resign, be disqualified, or unable or un- 
willing to act as such, then said . 
Trust Company shall be sole EXECUTOR. 
Alternate executors—a special form 
No. V 163 ~- 

I hereby name my husband, ieldntenanca ue 
EXECUTOR of this will, and if he should 
die, resign, be disqualified or unable or un- 
willing to act as such, then I nominate my 
husband’s brother, _..... : 
to be EXECUTORS of this Will in his place 
and stead. Should either of them also die, 
resign, be disqualified, or unable or unwill- 
ing to act as such, then the other shall act 
as sole EXECUTOR. Should he also die, 
resign, be disqualified, or unable or unwill- 
ing to act as such, then the said Trust 
Company shall act as sole EXECUTOR. 
Powers of alternate executors, etc. 

No. V 164 

All alternate or successor EXECUTORS 
or COEXECUTORS shall have the same 
powers, discretion, duties and immunities 
as those originally named herein. 
Ancillary executors No. V 165 


If ancillary administration be required in 
any state or states other than __ 
then I desire the first board of EXECU- 
TORS as named above to serve as such an- 
cillary EXECUTORS, and I name the same 
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alternate ancillary EXECUTORS as I have 
set forth above, and in the same succession 
regardless of whether they are simulta- 
neously serving as domiciliary EXECUTOR 
or not. 


Time of vacancy No. V 166 
Wherever reference is made in this Will 
to death, resignation, or similar cause as 
bringing about a vacancy in the office of 
EXECUTOR or COEXECUTOR, it shall 
mean in each case whether before or after 
entering upon the duties of such office. 
Exoneration of executor No. V 167 
No person acting as EXECUTOR or CO- 
EXECUTOR hereunder shall at any time 
be held liable for mistake of law or of fact, 
or of both law and fact, or errors of judg- 
ment, nor for any loss coming to any bene- 
ficiary hereunder or to any other person, 
except through actual fraud or wilful mis- 
conduct on the part of the EXECUTOR to 
be charged. If this provision shall be held 
invalid as to any class of persons or in- 
stances such fact shall not impair its appli- 


cation to all other classes of persons and 
instances. 


WE CONTINUE TO OFFER 


COMPLETE TRUST 
FACILITIES 


PLUS 


PERSONALIZED 
SERVICE 


CITIZEN 
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Note: See comment on P 130. 


Exoneration of executors and trustees 
No. V 168 
No person acting as such TRUSTEE or 
COTRUSTEE. or acting as EXECUTOR 
or EXECUTRIX or COEXECUTOR of this 
Will, shall at any time be held liable for 
mistake of law or of fact, or of both law 
and fact, errors of judgment, nor for any 
loss coming to said estate or to any benefi- 
ciary under this Will, or to any other per- 
son, except through actual fraud or wilful 
misconduct on the part of the TRUSTEE 

or EXECUTOR to be charged. 

Note: Since this covers executors as well 


as trustees, it should appear near the end 
of the will. 


Class W. Bond of Executor and Trustee 


Waiver of bond for trustees No. W 169 

No person named herein as TRUSTEE 
or COTRUSTEE in any Trust created here- 
by shall be required to give bond as such, 
but, if bond for any reason shall neverthe- 
less be required by a proper court, the reas- 
onable cost of such bond shall be paid out 
of said Trust. 





BOOKS 


and 


ENTIRE LIBRARIES 


purchased for cash 





APPRAISALS FOR ESTATE 
& TAX PURPOSES 











Dauber & Pine Bookshops, Ine. 
66 Fifth Avenue 
NEW YORK (11), N. Y. 
ALgonquin 4-7880 
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Waiver of bond for executors No. W 170 
No person named as EXECUTOR or CO- 
EXECUTOR of this Will shali be required 
to give bond as such, but if bond is never- 
theless required by any Court, the cost 
thereof shall be paid out of my Estate. 


Waiver of bond for executors and trustees 
No. W 171 
No person named herein as TRUSTEE 
or COTRUSTEE in any Trust under this 
Will, or named as EXECUTOR or EXEC- 
UTRIX or COEXECUTOR of this Will, 
shall be required to give bond as such, but, 
if bond for any reason shall nevertheless 
be required by a proper court, the cost of 
such bond shall be paid out of said Trust 
or out of my Estate as the case may be. 


Note: This combines executors and trus- 
tees. 


Class X. Miscellaneous Will Clauses 


Executors’ power of sale No. X 172 


My EXECUTORS shall have power at 
any time, either by public offering or pri- 
vate negotiations, and from time to time, 
and for such price and on such terms and 
with such security for deferred payment as 
to them may seem reasonable and without 
the necessity of obtaining any order of 


‘Court, to sell, exchange, assign, transfer, 
or otherwise dispose of, any part or all of 
any personal property, and any part or all 
of any real property belonging to my estate, 
to change the investment or to facilitate di- 


vision of the estate, or to raise money 
wherever necessary or convenient in carry- 
ing out any purpose of this Will. 

The purchasers or other disposees of 
such property shail not be concerned with 





PEER RE ERE MERE EERIE” 


To Trust Officers 


We locate missing heirs and bene- 
ficiaries at our own expense and risk. 
Our services are often of value on 
termination of trusts. Explanatory 
booklet on request. 


W. C. COX AND COMPANY 
208 S. LaSalle St. 


Chicago 4, II. 
Established 1913 
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the application by said EXECUTORS ot 
the proceeds of such transactions. 

Note: Transfer agents generally require 
an order of probate court despite clause 
purporting to dispense with it but clause 
may prove effectual for sale of real estate. 
Consider also power to mortgage or pledge. 


Executors continue business No. X 173 


My executors may continue any business 
in which I may be engaged at the time of 
my death for as long after my death as 
they see fit, and they are hereby exonerated 
from any loss which may result thereby. 

Note: This would not protect executors 
against creditors unless probate require- 
ments were met and therefore is not rec- 
ommended in the usual case. 

family 


Option to purchase corporation 


stock No. X 174 


At the termination of said Trust for my 
wife, or at my death in the event my wife 
does not survive me (or perishes in a com- 
mon disaster with me), my said sons, A and 
B, shall have the right and option to pur- 
chase from my said TRUSTEES or my EX- 
ECUTORS, or from the legatees or dis- 
tributees, as the case may be, all or any 
part of the shares of stock of the 
Company, as now or hereafter constituted, 
or any successor of said Company, which 
my said son, C (or his descendants or wid- 
ow in case he be deceased), would have been 
entitled to receive under this Will, and in 
the event that said option is exercised, the 
proceeds from said stock or so much as is 
purchased under this option shall go to my 
said son, C (or his descendants or widow 
in case he be deceased), in lieu of said 
shares of stock. In the event that both of 
my said sons, A and B. are living at the 
said time they have said right and option, 
each shall have the right to purchase one- 
half (%) of said shares of stock, or said 
right may be divided between them as they 
may see fit. In the event that either of them 
be not then living, the other of them shall 
have the right to purchase all or any part 
of said shares of said stock which my said 
son, C, would have been entitled to receive 
under this Will, and in the event that my 
sons, A and B, both be deceased, the option 
set forth in this Clause shall be void and 
of no effect. 


The following provisions. shall apply in 
the event that said option is exercised: 


The price of said stock shall be the book 
value as determined by dividing the net 





worth of said corporation by the number 
of shares outstanding. In determining said 
book value the proceeds received by said 
Company from any policies of insurance 
on my life and payable to said Company 
shall be included in the assets of said Com- 
pany. The purchase price of such stock so 
purchased hereunder may be paid at the 
option of the purchasers or purchaser (be- 
ing either or both of my said sons, A and 
B) either (1) all cash, or (2) 20% thereof 
in cash, and the balance by equal annual 
installments on or before four (4) years 
from the date of such purchase, with in- 
terest on deferred payments at the rate of 
4% per annum, payable annually, and said 
balance shall be secured as follows—. 


Such option may be exercised, and said 
stock may be sold as herein provided, re- 
gardless of the fact that either or both of 
my said sons, A and B, may at such time 
be a TRUSTEE or EXECUTOR or CO- 
TRUSTEE or COEXECUTOR under this 
Will. 

Said option shall be exercised within a 
reasonable time (not, however, to exceed 
six months) after the termination of said 
Trust for my said wife or within a reason- 
able time after my EXECUTORS shall be 
legally allowed to make any such sale of 
said shares of stock, regardless of the fact 
that said stock, or any part of it, may have 
been distributed to any legatee or distribu- 
tee under this Will. 


Surviving executor’s powers No. X 175 

Either of the two COEXECUTORS ori- 
ginally named, if acting as the sole EXEC- 
UTOR, or the said __.......... Trust Com- 
pany, if acting as the sole EXECUTOR, 
shall have the same powers, discretion and 
duties as are herein granted to and vested 





FIDUCIARY 


TRUST COMPANY 
oe, of New York 


3 
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ATION’ 


¥ Executor, Trustee 
Agent for Management of Investments 


Personal Banking 
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in the two COEXECUTORS originally 
named in this Will. 


No accounting to charities which are only 
contingently interested No. X 176 


Provision herein made for the charitable 
institutions above mentioned shall not be 
deemed to give to them or any of them any 
right to an accounting or information re- 
specting said Trust or its conduct prior to 
the actual happening of the contingency 
upon which said institutions are entitled 
to receive transfer and delivery of said as- 
sets. 


If any of said institutions, or the respec- 
tive corporations, trustees or boards of con- 
trol thereof, shall prior to the happening of 
said contingency either directly or indirect- 
ly institute any suit, action, or proceeding 
in any court for the purpose of requiring 
the TRUSTEES of any Trust created under 
this Will, to give an accounting, or to ren- 
der any reports or information, or to do or 
refrain from any act concerning any said 
Trust or the assets thereof, then, in any 
such case, the interest of said charitable in- 
stitution and the respective corporations, 
trustees or Boards of Control thereof shall 
ipso facto cease and shall pass to my next 
of kin according to the laws of the State of 

__........... then in force as if I had at that 
time died intestate. 


No. X 177 


Wherever I have provided in this Will 
that any property shall go to a person upon 
the condition that the said person be living 
at the date of my death, I now hereby pro- 
vide that if any such person shall die in a 
disaster which also causes my death, then 
said property shall in such event go and 
vest in the same manner as if such other 


Death in common disaster 


THE BRICK ROW 
BOOK SHOP, INC. 


— FOuNDED 1915 — 


BOOKS and other LITERARY 
PROPERTY competently ap- 
praised for Insurance, Probate, 
Estates & Trusts. 
55 Fifth Avenue New York 3, N. Y. 
Gramercy 7-0432 
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person so dying in a common disaster with 
me had predeceased me. 


Exercise of power of appointment No. X 178 


‘Whereas, by a certain Trust Indenture 
dated the , between 
, it is provided in 

__...........thereof as follows, to wit: 


(Here insert clause) 


NOW, THEREFORE, I desire to exer- 
cise the power of appointment which is 
vested in me as aforesaid, and I do now ac- 
cordingly make the following provision in 
this my last Will and Testament, that is to 
say: I hereby provide that the said TRUS- 
TEES shall in such event pay over and de- 
liver the said property as follows, to wit: 


Separability Clause No. X 179 


If any part or parts of this Will should 
be invalid, illegal or inoperative, it is my 
intention that the remaining parts so far 
as possible and reasonable shall stand, and 
be effective and operative. 


Hiring attorneys who are also executors or 
trustees No. X 180 


In the event that my EXECUTORS or 
TRUSTEES require legal services, they 
shall not be barred from hiring any attor- 
ney or firm. and paying the same out of 
funds in their hands as such EXECUTORS 
or TRUSTEES, for the reason that said 
attorney or attorneys may be an EXECU- 
TOR or TRUSTEE or a partner or office 
associate of one or more of said EXECU- 
TORS or said TRUSTEES, or a law firm 
in which one or more of said EXECUTORS 
or said TRUSTEES is a member. In all such 
instances such person or firm may act as 
such attorney or attorneys, and may re- 
ceive compensation therefor in the same 
manner as if such person or member of 
such firm were not an EXECUTOR or 
TRUSTEE hereunder, nor shall he thereby 
be disqualified from passing as EXECU- 
TOR or TRUSTEE, or jointly with an EX- 
ECUTOR or TRUSTEE, upon the charges 
or attorneys’ fees for services rendered to 
my Estate or any Trust hereunder. 


Gifts not advancements No. X 181 


Any gifts of real or personal property 
which I shall have made during my life, be- 
fore or after the execution of this Will, to 
any person, shall not be deemed to be ad- 
vancements and shall not be taken into ac- 
count in settling my estate. 


TRUSTS and ESTATES—August 164+ 


Explanation of omission of husband 
No. X 182 


Inasmuch as my beloved husband, A, 
has ample means of his own and has ex- 
pressly requested me not to make any pro- 
vision for him in my Will, I do not leave 
him anything hereunder. 


Note: Renunciation under a state statute 
would render this nugatory. 


Division in kind No. X 183. 


My EXECUTORS or TRUSTEES, as the 
case may be, may in their discretion, where 
necessary in order to facilitate any distri- 
bution or division of assets under this will, 
make any such distribution or division, in- 
cluding distribution to themselves as 
TRUSTEES, in kind, or partly in cash and 
partly in kind, and for this purpose may 
fix the value of said assets and allot the 
same as between the various takers here- 
under, and any such determination or al- 
location made in good faith by them shall 
be binding upon all concerned. 

Note: Too broad a power of distribution 
in kind is likely to cause dissatisfaction 
among beneficiaries and is not favored. 
Check for state statutes; e.g. New York 
Decedent Estate Law, Section 125, inval- 
idating grant of power to determine values 
conclusively. 


Class Y. Miscellaneous Codicil Clauses 


Addition to a clause by a codicil No. Y 184 
I hereby add the following provision to 
Clause of said Will as originally 
written, to wit: 
Reaffirmance of will by codicil No. Y 185 
I hereby repub‘ish and reafiirm my said 
Last Will and Testament as hereinabove 
mcdified and amended and do hereby pub- 
lish and declare said Last Will and Testa- 
ment as amended and modified hereby as 
and for my Last Will and Testament. 


Class Z. Execution and Attestation 


Attest clause No. Z 186 
IN WITNESS WHEREOF, I have here- 
unto set my hand and seal this _ day of 
: a 
(Seal) 
Note: Note that the word (SEAL) is 
still used. 
Attest clause to will No. Z 187 
The foregoing instrument was signed, 
sealed, published and declared by X, the 
Testator, as and*for his Last Will and 
Testament in the presence of us and each 





of us, and we at the same time, at his re- 
quest and in his presence and in the pres- 
ence of each other, and believing him to 
be of sound mind have hereunto subscribed 
our names as attesting witnesses this __ 

, 19__, all at the City of 


; eee 


Note: ‘This sedi not appear on a page 
py itself where the statute requires a will 
to be attested by witnesses “subscribing” 
their names, e.g. R.S. Mo. 1939, Section 
520. Observe also that the columns are not 
headed “name of witness”, “address of wit- 
ness” 


Attest clause of a first codicil No. Z 188 


The foregoing instrument was signed, 
sealed, published and declared by X, the 
Testator, as and for a First Codicil to his 
last Will and Testament, and he did also 
republish and reaffirm said Last Will as by 
this First Codicil amended as and for his 
Last Will and Testament, all of which was 
done in our presence and we at the same 
time, at his request and in his presence, 
and in the presence of each other, and be- 
lieving him to be of sound mind, have here- 
unto subscribed our names as attesting 
witnesses this _.._... day of _....... , 19.., 
Sa aeitis CS? & uW....; Bae & 


Attest clause to second codicil No. Z 189 


The foregoing instrument was signed, 
sealed, published, and declared by ____- 
the Testator, as and for a second ‘Codicil 
to his Last Will and Testament dated the 
_ day of ___..._, who did also then 
and there before us republish, reaffirm and 
ratify his said Last Will and Testament as 
amended by the First Codicil thereto dated 
the day of _ , and by this Sec- 
ond Codicil, as and for his Last Will and 
Testament, all of which was done in our 
presence, and we, at the same time, at his 
request and in his presence, and in the 
presence of each other, and believing him 
to be of sound mind have hereunto sub- 
scribed our names as attesting witnesses 
this __.... day of __............, all at the City of 
, state of 
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(The following clause was inadvertently 
omitted from the July instalment; it will 
appear in its proper place in the pamphlet 
edition). 

A, B, and C initial trustees, then survivors 
and then trust company No. OO 122a 
In every case where I have created a 

Trust hereunder, the first TRUSTEES in 

each Trust shall be A, B and C. In case 

any of the three TRUSTEES first named 
shall die, resign, be disqualified or unable 
or unwilling to act as such, then the re- 
maining two shall act as such COTRUS- 

TEES, and, if one of them shall then die, 

resign, be disqualified or unable or unwill- 

ing to act as such, then the other shall be 
sole TRUSTEE, and, if he or she likewise 
shall die, resign, be disqualified or unable 
or unwilling to act, then I name the 

Trust Company as such TRUSTEE. 


Note: This intergrates with G 36. 


IN GENERAL. When drawing a will 
the attorney should consider the entire es- 
tate plan including life insurance, existing 
trusts if any, and past and contemplated 
gifts. Past gifts may affect estate tax lia- 
bility and future gifts may radically change 
the size of the estate. Impress upon the 
client that setting up a proper estate plan 
is probably one of the most important steps 
in his life and one which will influence the 
happiness of his family for a long time. 

So arrange your conferences that the 
client is put at ease and encouraged to un- 
burden himself. Spare no pains to get at 
his true wishes. Insist upon doing the ” 
right or not at all. 

Be sure to consult with the client’s lite 
insurance underwriter, named fiduciary 
and other technical advisers and be espe- 
cially sure that the named fiduciary ap- 
proves the details of any trust in the will, 
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APPRAISALS of REAL ESTATE 


Serving . . . Banks, Insurance Companies 
Lending Institutions, Estates 
Attorneys, Investors 
ROBERT H. ARMSTRONG 
CHARLES T. UPJOHN 
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Be I. Chicago 
I 


Monroe Street, east of LaSalle Sometimes the facilities 
of an out-of-town trust 
company are required for 
the proper management 
of your clients’ business. 


Your inquiries are always 
cordially welcomed. 


TRUST DEPARTMENT 





Harris Trust and Savings Bank 


Organized as N. W. Harris & Co. 1882. Incorporated 1907 


| HARRIS TRUST BUILDING, CHICAGO 


| 


Member Federal Deposit Insurance Corporation 


























ESTATE OBJECTIVES vs. TAX SAVING 
IMPROVING LIQUIDITY anp INCOME POTENTIAL 


HEMAN T. POWERS 
Powers System of Estate Analysis, Cleveland and New York 


N the two preceding articles,* we have 
| eat the point that the extent to 
which an estate contributes to the mainte- 
nance of a desired standard of living for its 
beneficiaries is the basis on which its value 
to such beneficiaries must be measured. 


We have defined Estate Planning as in- 
volving two distinct operations: 


by means of which the factors 
which are adverse to the pur- 
chasing power of the estate are 
exposed, and 


which involves devising and se- 
lecting corrective procedures 
which are designed to elimi- 
nate or offset the adverse fac- 
tors which have been developed 
by analysis. 


Analysis 


Planning 


Lastly, we have emphasized that Estate 
Analysis can be had without Planning, but 
that sound Planning cannot be done without 
a preceding thorough analysis in which the 
existence of all the adverse factors are es- 
tablished and the impact of each, alone, or 
in conjunction with others, carefully meas- 
ured. 


Common Sense Planning 


EGISLATION, decisions and rulings are 
limiting the means by which Federal 
estate taxes can be effectively avoided, but 
they cannot restrict the application of com- 
mon sense to the problems of transferring 
wealth. Take for example, two estates of 
equal value, say $500,000, but differently 
composed, as follows: 
= ““A”’ Estate 
Government Bonds ___. $500,000 
Home tee CE ae 0 
Business Interest 
(controlling) 0 


“B” Estate 


$126,000 
50,000 


324,000 


$500,000 $500,000 


Since both estates are of the same value, 
we can assume that the succession taxes on 
each will be the same, requiring $126,000 in 
cash. In each estate, government bonds will 
be sold, leaving $374,000 or 74.8 per cent of 


*May, page 475; June, page 561. 


the original principal. In the “A” estate, 
there will be available 74.8 per cent of the 
income. In the “B” estate there will be a 
non-income producing home and, possibly, a 
leaderless business. 


In other words, in the “A” estate, there 
will be a 25.2 per cent capital less and a 
25.2 per cent loss in purchasing power, 
while in the “B” estate the capital loss will 
be the same but the loss in purchasing pow- 
er can well be fifty, sixty, seventy or more 
per cent. Surely, common sense would re- 
quire that emphasis be placed upon making 
74.8 per cent more useful than on saving 
some part of the 25.2 per cent. With such 
an approach, common sense tax savings will 
be considered automatically, while on the 
other hand, intriguing but theoretical 
schemes will be avoided, because of their 
uncertainty and the probable expense of, 
litigation necessary to make them effective 
(if that is possible), and at the same time 
all means for increasing the estate pur- 
chasing power will be explored. 


For fear that the reader will draw the 
inference that the author is deprecating 
the significance of taxes and the value of 
tax saving procedures, let it be said that tax 
savings are always important, but not ne- 
cessarily all important. They, like any one 
or all of the adverse factors which have 
been previously discussed, are significant in 
direct ratio to their impact upon the ability 
of the beneficiaries of the estate to main- 
tain a satisfactory standard of living. 


A Non-Tax Case 


HERE comes to mind the case of a 

small business man which was brought 
to my attention at a recent training course 
in connection with a discussion of this par- 
ticular subject. While this estate is too 
small to be subject to U. S. estate tax, it 
carries an eloquent message. 


“Mr. “Z” is the proprietor of a “Ladies 
Ready To Wear” store. His annual earnings 
are approximately $9,000. He has a wife 
and a minor daughter. He has no will and 
is insured in the amount of $15,000. A life 
underwriter, in the course of a selling in- 





140 


terview, elicited the following information 
with regard to his financial structure. 
Assets: 
Cash on hand and in bank 
Receivables 
TU os 
Fixtures and Equipment ___ 


$ 2,000 
5,000 

_ 15,000 
4,000 

OGRE $26,000 

Liabilities : 
Se aE a 
Accounts Payable __...._..____.. 
Miscellaneous 


.....$ 3,200 
4,100 
800 


8,100 


Net Worth: $17,900 

“Z”’ declined to entertain the idea of ad- 
ditional life insurance, saying that his wife, 
who had been with him in the business for 
fifteen years, knows as much about it as he 
does and can easily earn $5,000 annually, 
which will more than meet her needs and 
those of their daughter. The underwriter 
then pressed the point that, in the absence 
of a will, it will be necessary to sell the busi- 
ness and, as a consequence, the wife will 
not have this means of earning the expected 
$5,000. Visibly disturbed, “Z” expressed a 
desire to think the matter over, and re- 
quested the underwriter to come back at a 
later date. 

“Z”’ mentioned this matter to the attor- 
ney member of his luncheon club, at whose 
table he happened to sit on the following 
day. The lawyer confirmed what the under- 
writer had said, but added, “You can solve 
your problem by drawing a simple will in 
which you leave your entire estate outright 
to your wife, who can do what she chooses 
with regard to the business, for it will be 
solely hers.” “Z’’ instructed him to prepare 
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such a will and went back to his store with 
his mind at rest. 


A two-minute analysis of this estate by 
the members of the training class developed 
the significant fact that the aggregate of 
“Z’s” business liabilities, current household 
and other bills, unpaid income tax, the ex- 
penses of his funeral and last illness, and | 
the costs of administering his estate, will 
far exceed the total of his liquid assets, and, 
as a result, the sale of his business, prob- 
ably at a sacrifice, is a foregone conclusion. 
Obviously Mrs. “Z” and her daughter 
would be heavily penalized by the unaware- 
ness of her husband’s advisors, i.e., his at- 
torney and life underwriter, of all of the 
factors adverse to the consummation of 
his objective, which an analysis by either 
one or the other would have uncovered, and 
in the light of which the advice of the at- 
torney would have been different. 


Release Power? 


HEN, there is the case of William “D” 

who, in order to save taxes, had been 
advised to release a general power of ap- 
pointment before the expiration of the 
grace period provided by the Revenue Act 
of 1942 and subsequent amendments. In 
his will “D” directs the retention of his 
stock in his close corporation to the end that 
his nineteen year old son may succeed him. 
His holdings are as follows: 


Average cash balance 

Listed 2nd and lower grade bonds 

40 percent of outstanding stock 
of close corporation... 210,000 

Insurance payable to estate _. 15,000 


15,000 


$245,000 


STAMPS ARE CASH! 


Stamp collections, accumulations, or old envelopes may 


represent a considerable sum of money. You can sell 


these without red tape or brokerage fees directly to the 


world’s leading wholesale stamp firm, appraisers and 


auctioneers. You will receive the top price in immediate 


cash. 


There is no charge for appraisals or advice. Your correspondence is invited. 


J. & H. STOLOW, 50 West 46th Street, New York 19, N. Y. 








In addition to the foregoing, “D” carries 
$53 000 of insurance payable under the pol- 
icy options without the right of withdrawal. 
He is the beneficiary under a trust created 
by the will of his father which grants him 
a general power of appointment over his 
share which has a value of $150,000. His 
wife possesses no property except stock in 
the corporation in the same amount as “D”’. 

The estimated U. S. estate tax on “D’s” 
estate, with the property subject to the 
general power included, is $93,145. With 
such property excluded, it is $68,345. To the 
amount of $24,800 thereby saved by releas- 
ing the power can be added the amount by 
which the costs of administration will be 
reduced, or $12,500, for a total of $37,300. 
At 3 per cent, this will increase the income 
by approximately $1,119. 


FUNDING CORPORATION 
ms sae NEW YORK 


UNFORESEEN 16 
NEED” NEW YORK 





Viewing this from the standpoint of tax- 
es only, the saving to be obtained, as well 
as the increase in the wife’s income, is sub- 
stantial, particularly when we consider that 
it can be accomplished without gift tax. 
Let us, however, measure the value of such 
release in terms of all of the possible ad- 
verse factors, and the consummation of 
“D’s” objectives. The table below contrasts 
the liquid position of his estate before and 
after release. 


It is evident that if the power is released, 
sale of a portion of the close corporation 
stock is necessary to cover the deficit of 
$62,755. If, instead of releasing the power of 
appointment in full, “D” reserves the right 
to appoint his father’s trust property to his 
wife—who is in the class of tax exempt ap- 





LIQUID POSITION OF WILLIAM D’s ESTATE 


Current Assets: 

Cash balance Pane 
Listed bonds (converted value) - 
Insurance payable to estate _. 
Share in father’s trust* 


Before Release After Release 


$ 5,000 $ 5,000 
12,750 12,750 
15,000 15,000 

150,000 0 


Attributable tax recovered from “outside” life 


insurance 


Tek cnrewes eae. 


Liabilities: 
Bills payable 
Bank loans 
1% income tax 
Administration costs - 


Saeeane Wee a i ee 


*Exercised in favor of estate. 
+Deficit of liquid assets. 


12,574 12,574 


$195,324 $ 45,324 


$ 1,200 
20,000 
6,284 
12,250 
68,345 


145,379 108,079 


$ 62,755+ 


$ 49,945 





142 


pointees under the Revenue Act of 1942— 
she will have the wherewithal to purchase 
such stock from the estate at its true value 
and a forced sale to a stranger at a sacrifice 
price will be avoided. 

On the other hand, this will result in the 
wife’s having control of the business and 
the burden of managing it as well as the 
balance of the father’s trust fund not used 
to buy the stock. Lacking experience, she 
may easily suffer substantial losses, and 
the major portion of “D’s” estate plan will 
be sacrificed for a tax saving sought with- 
out consideration of the other adverse fac- 
tors affecting it. This could be obviated by 
“D’s” retaining his power in full and ap- 
pointing the property to his estate to be 
managed by a competent trustee. 


Hypothetical Probate 


HIS brings us to the point where it is 

appropriate more completely to define 
“Estate Analysis” and its scope. Since the 
burden of providing adequate purchasing 
power falls not upon the estate as it is at 
present, but upon the Post-Probate Estate, 
a thorough analysis involves putting the 
estate to the acid test of a hypothetical ad- 
ministration. 

The first step involves the assembly of all 
pertinent data and information, and the 
organization thereof. 

The second step involves the listing of all 
property that may be solely owned, held 
in joint ownership, or which has been trans- 
ferred in trust, to determine what items 
will come within the jurisdiction of the 
executor, those that will pass by survivor- 
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ship, and those that will pass by contract, 
trust or devise. 


Third, the assets over which the personal 
representative will have jurisdiction must 
be classified as to those which will likely 
be converted, those that will be retained 
under a mandate in the will, and those that 
will be set aside for further consideration. 
While, generally speaking, the laws of the 
various states differ with respect to the re- 
sponsibility of the executor for the conver- 
sion of estate property, other than is neces- 
sary to keep the estate out of jeopaardy, 
for the purpose of analysis it is not a ques- 
tion of whether the executor, on the one 
hand, or the trustee; on the other, is re- 
sponsible, but rather whether or not there 
is a likelihood of conversion. 


As the fourth step, a common sense esti- 
mate of the probable realization from such 
conversion must be made. 


Next, the cash requirements of the estate 
must be assembled, and consideration given 
to Current bills, notes and accounts payable, 
Accrued taxes, Mortgages, Funeral and last 
expense, Reserves for contingent liabilities, 
Administration costs, Succession taxes, and 
Cash bequests. In this connection, it must 
be borne in mind that the post-probate es- 
tate from which the income of the depen- 
dents will be derived cannot be established 
until all of the probable cash requirements 
have been listed and totaled. 


Having listed the cash and/or liquid as- 
sets, as well as the cash requirements, the 
value of the residuary estate and its com- 
ponents is established by liquidation. 


Lastly, the persistent income potentiality 
of the residuary assets must be estimated, 
and the factors that will impair its unin- 
terrupted productivity measured. 


Upon the completion of such an analysis, 
the attorney, trust officer and insurance un- 
derwriter, upon whom the estate owner de- 
pends for advice, can render a constructive 
and helpful service. Without it, there is 
strong possibility, if not probability, that 
the effectiveness of any recommendations 
will be wholly or partially nullified, and that 
the estate owner will live in a fool’s para- 
dise, unjustifiably confident that the eco- 
nomic welfare of those whom he loves has 
been adequately protected. 


0 


O. R. Weyrich, president of the Houston 
Bank & Trust Co., was elected state vice pres- 
ident of the trust division of the American 
Bankers Association of Texas. 
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PROGRESSIVE STOCKS IN CHANGING MARKETS 
ADAPTING GROWTH FACTOR TO SPECIFIC REQUIREMENTS 


TRUSTS and ESTATES—August 1946 


REDINGTON FISKE, JR. 
Delafield & Delafield, New York; Members of the New York Stock Exchange 


ESPITE the advertisements of self- 

styled economists, technicians, 
market advisers and out-and-out ti:p- 
sters, the fact remains that there is no 
system or method by which major stock 
market trends can be forecast beyond a 
slight balance of probability. 


Despite this inevitable uncertainty re- 
garding future stock market trends, expe- 
rience over. the present century has clearly 
demonstrated that common stocks have an 
essential place in the investment strategy 
of most investors, other than banks and 
life insurance companies which are not con- 
cerned with the purchasing power value of 
the dollar. Income from bond portfolios 
cannot increase, and over a period of time 
it is virtually certain to diminish. Income 
from well-selected common stocks can and 
does increase as growing earnings permit 
payment of increased dividends. Harking 
back to the studies of Edgar Lawrence 
Smith, published more than 25 years ago, 
it has been clearly demonstrated that the 
cumulating and compounding effect of earn- 
ings retained for reinvestment in a growing 
business may be expected, other things be- 
ing equal, over a period of years to in- 
crease both the principal value and the in- 
come of a well-chosen list of common stocks. 


Growth Stocks 


HE maximum advantage of common 
stock investing, aside from speculation 


in equities which have been depressed but 
for which recovery is in prospect, is best 
attainable through the ownership of stocks 
of companies in fields of industry experi- 
encing growth. In these companies there is 
profitable opportunity for the reinvestment 
of such portion of the earnings as is not 
disbursed as dividends. Even if the pur- 
chase of such stocks is unfortunately timed, 
or they are bought just before a major de- 
cline of the market as a whole, the factor 
of dynamic growth can provide a substan- 
tial hedge or insurance factor. To demon- 
strate the degree to which outstanding 
growth of individual companies has protect- 
ed their stockholders against the ravages 
of the stock market, there is presented be- 
low the record of seven industrial com- 
panies whose business expansion during 
the past fifteen years is indicative of this 
situation* : 

As of June 1, 1946, the stock market as 
measured by the better-known averages was 
apprcximately 20% below the 1929 highs 
end a shade above the 1937 highs. From the 
foregoing record of prices (adjusted to re- 
flect split-ups but making no provision for 
valuable rights which may have accrued 
to the stockholders during the interim) it 
will be observed that recent prices range 
to as much as six times the 1929 highs and 
three times the highs of 1937. The growth 


of these companies, which has made pos- 





OUTSTANDING GROWTH COMPANIES 


1929 1932 


High Low 
18% 6 % 
21% 6 
23% 1% 
6% 3 
20% 1% 
™% 2% 
40% 6% 


*The mention of specific stocks and data 
derived from the market records, and from 
financial reports of the respective compan- 
ies, is not to be regarded as a recommenda- 
tion of these stocks for purchase. They were 


Abbott Laboratories _____- 
Amerada Petroleum 

Food Machinery 

Mead Johnson 
Minneapolis-Honeywell __. 
Minnesota Mining & Mfg. .... 
Monsanto Chemical 


1942 
Low 


18% 


1937 
High 
27% 
57% 21% 


May 29 Indicated % 
1946 Div. Rate Yield 
78% 2.00 2.54 
89% 2.00 2.23 
46% 22% 95% 1.60 1.67 
12% 9 34% 0.60 1.73 
60 17% 66 1.25 1.89 
21% 16 49 1.00 2.04 
107% 66 173 2.25 1.30 


selected for purpose of illustration only, 
and it is not intended to imply that any 
particular issues or groups are either at- 
tractive or unattractive, at current prices 
and under existing market and economic 
conditions.—Editor’s Note. 





Today’s volatile markets call for far 
more than usual care in evaluating 
holdings in the light of individual in- 
vestment objectives. As an organization 
which, for many years, has specialized 
in assisting both institutional and con- 
servative investors in the selection of 
high-grade securities and the adminis- 
tration of their varying portfolios, we 
feel we are particularly qualified to 
render such sound advice during these 
unusual times. This service is at the 
disposal of all who may wish to seek 
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sible such a record of profitable accomplish- 
ment, is indicated by the statistics below. 


TRUSTS and ESTATES—August 1946 


insurance company or endowment fund dur- 
ing the past 15 years, even if purchases had 


GROWTH OF BUSINESS 


Abbott Laboratories (Sales) 
Amerada (Gross Operating Income) 
Food Machinery (Sales) : 

Mead Johnson (Total Income) 
Minneapolis-Honeywell (Sales) 
Minnesota Mining & Mfg. (Sales) 
Monsanto Chemical (Net Income) 


It will be noted that the figures used for 
four of the seven companies are sales, for 
one company gross operating income, and 
for another, total income. In one case only 
has it been necessary to show net income, 
due to the non-availability of comparable 
sales or gross figures. The growth of net 
income does not nearly reflect the growth 
of sales and gross, however, due to the re- 
tarding effect of enormously increased Fed- 
eral taxes (both income and excess profits) 
in 1945, 


Income Requirements 


WNERSHIP of the stocks, which are 
used above for purposes of illustration, 
would have enabled an investor far to excel 
the actual record of any investment trust, 
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1945 

$37,929,521 
26,695,220 
240,768,559 
5,291,285 
84,392,427 
9,649,273 
5,318,003 


1936 

$ 7,767,601 
11,000,934 
8,890,119 
2,040,543 
13,546,620 
3,607,391 
4,468,704 


1929 

$ 3,502,020 
10,405,083 
5,533,490 
1,281,776 
6,233,395 
1,478,850 
2,325,374 


been unfortunately timed to coincide with 
high points of the market. Assuming there 
is no evidence of reason to expect that these 
long-established growth trends will not con- 
tinue into the future, there are many who 
will complain that income requirements 
would not permit them to concentrate equity 
money in stocks currently returning divi- 
dend yields averaging only about 2 per cent. 
Even though future growth may permit 
substantial dividend increases in the future, 
as it has in the past, the manager of trust 
or endowment funds is obligated to handle 
funds in such a manner as to produce a 
sufficient income to meet current require- 
ments. The fiduciary would complain that 
concentration on such a list of stocks might 
benefit the remainderman, but to the unfair 
detriment of the life tenant. 
High Yields 
COMPARISON of market prices and 
current dividend rates discloses that 
despite the relatively low return that is cur- 
rently available from such leading stocks as 
comprise the Dow-Jones averages, there are 
quite a few equities of well-known com- 
panies from which the apparent dividend 
yield today ranges from 4% per cent up- 
wards. In scrutinizing such a list for invest- 
ment purposes, however, the question imme- 
diately arises as to the probable continuity 
of indicated dividend rates. The high yield 
obtainable from certain railroad and air- 
craft manufacturing stocks, for example, 
is based upon dividend rates which were 
established during the peak earning period 
of wartime. 


Granting the existence of many possible 
exceptions, the most generous yields among 
large and firmly established companies for 
which the maintenance of present earnings 
and a possible small increase seems best 
assured, are among the public utilities. The 
four companies selected for illustration be- 
low are all firmly established, their gross 
business may confidently be expected to con- 
tinue the expansion which has been notable 





for 20 years, and yields at current dividend 
rates average substantially over 4 per cent. 
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come from dividend expansion is extremely 


restricted. While some measure of -protec- 


GENEROUS YIELD STOCKS 


1929 
High 
310% 
112% 
182 


1932 
Low 
70% 
12% 
31% 
10% 


American Tel. & Tel. _........ 
Commonwealth Edison 
Consol. Edison N. Y. -_.-----...- 
Detroit Edison - 


In reviewing the price record of these 
companies it will be observed that the 1929 
quotations were obviously inflated by ex- 
aggerated optimism. Even at the peak of 
recovery in 1937, from prices a great deal 
lower, American Telephone was the only 
one to reach 50% of its 1929 high. Current 
prices range from slightly above to slightly 
below the 1937 peaks. Explanation of the 
failure of these stocks to establish a price 
record comparable with the “growth com- 
panies” is immediately found in the fact 
that rate regulations and other restrictions 
have prevented the increase of gross rev- 
enues from being reflected in the net per 
share earnings. 


1937 
High 
187 
33% 
49% 
29% 


1942 May 29 Indicated % 


Low 1946 Dividend “Yield 
101% 198% 9.00 4.50 
17% 36 1.40 3.90 
11% 355% 1.60 4.36 
145% 275% 1.20 4.35 


tion against the long-range implications 
of potential inflation may be afforded by 
ownership of these stocks, it may be said 
that concentration of investment funds in 
this type of security constitutes an exces- 
sive concession to the life tenant, at the 
expense of the remainderman. 


Intermediate Selections 


HILE there are many wealthy inves- 

tors who do not require a generous 
dividend yield—in fact who would prefer 
to forego taxable income in favor of long 
term growth—and some investors who are 
willing to sacrifice growth possibilities for 
the sake of maximum current income, the 


EARNED PER SHARE 


American Tel. & Tel. 
Commonwealth Edison 
Consolidated Edison . ak Mire Oe ce ee Oe: 
Detroit Edison __.. ESA Peet a eet hs LIN We Coe 
Recognizing that a reduction of Federal 
income taxes, and of fixed charges as a re- 
sult of refunding operations, may assist 
these companies toward moderately higher 
per share earnings than were reported in 
the past four years, it is nevertheless quite 
obvious that the possibility of growing in- 


Cash Div. 
Since 
1888 
1890 
1893 
1909 


1945 


$8.93 
1.89 
1.75 
1.76 


1944 


$8.89 
1.78 
1.70 
1.27 


1943 


$9.50 
1.76 
1.70 
1.56 


1942 
$8.81 
1.74 
1.79 
1.31 


objectives of most endowment funds’ and’ 
individuals are intermediate between these 
extremes. 

To some extent an intermediate objec- 
tive can be served through the diversifica- 
tion of common stock funds between out- 
standing growth companies and high yield 
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issues, but within these boundaries are 
also many well-established corporations 
with good if not exceptional growth records, 
which at the same time are paying divi- 
dends that represent a fair intermediate 
yield. For purposes of illustration the rec- 
ord of three such companies is shown be- 
low: 
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The possible recovery of depressed situa- 
tions always presents an interesting and 
potential profitable field for investment re- 
search, though too often including a degree 
of conjecture which introduces highly spec- 
ulative risks. 

The fundamental purpose of this study 
is to emphasize that sound investment man- 


GROWTH WITH FAIR CURRENT YIELD 


1929 1932 
High Low 
81% 18 
23% 4 
35% 9 


American Chicle Co. 
Penna. Salt Mfg. Co. __.. 
Scott Paper Co. - 


Even among these companies, whose 
stocks currently return yields averaging 
about 3 per cent on the basis of present in- 
dicated dividend rates, the market record 
indicates a satisfactory and continuing 
growth, with current prices approximately 
double the 1929 highs. The expansion of 
the business of these companies, which jus- 
tifies and has made possible the favorable 
market record, is indicated below: 


1937 1942 
High Low 
112 69 
385% 25% 
45% 25% 


May 29 
1946 
156% 
A7% 
56% 


Indicated % 
Dividend Yield 
5.00 3.20 
1.40 2.95 
1.80 3.18 


agement must recognize the differing char- 
acteristics of various categories of com- 
mon stocks, and should adapt the selection 
of equities for investment to the specific 
needs of the individual. 

Equities in the most rapidly growing 
companies in the past have proven the most 
advantageous holdings for those who could 
afford and were willing to accept a modest 
current income. But other stocks can be 


GROWTH OF BUSINESS 


American Chicle Co. (Net Oper. Income) ____. 
Penna. Salt Mfg. Co. (Total Earnings) _._. 
Scott Paper Co. (Operating Income) _... 


Characteristics Differ Widely 


HE individual stocks which have been 

used for purposes of illustration in this 
study were selected primarily because of 
the convenient availability of comparable 
figures. Doubtless, many others could be 
included in each category, some of which 
may at this time offer far more favorable 
future prospects. No reference has been 
made to the large number of well-estab- 
lished companies whose stocks at present 
are depressed far below 1929 and perhaps 
1937 prices, whose future recovery may be 
dependent on the reestablishment of more 
favorable economic and business conditions. 


Cash Divid. 

Paid since 
1926 
1863 
1915 


1929 
$2,200,272 
3,030,938 
1,251,475 


1936 
3,638,629 
3,275,130 
1,938,010 


1945 
5,387,963 
5,259,552 
4,016,889 


found which return fairly generous yields, 
yet which also have sufficient attributes of 
growth to provide an appreciable degree of 
protection against the occasionally unfor- 
tunate timing of purchases which experi- 
enced investors know is inevitable. 


Correction 


On page 64 of our July issue we inadvertent- 
ly omitted the following trust major graduates 
of the Class of 1946, Graduate School of Bank- 
ing, American Bankers Assn.: John J. Kin- 
sella, City Bank Farmers Trust Co., New York, 
and Charles E. Orcutt, American Bankers As- 
sociation, New York. We regret any embarrass- 
ment caused by this omission. 
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DEFERRED COMPENSATION UNDER 
EXECUTIVE EMPLOYMENT CON- 
TRACTS 

N lieu of taking a current salary in- 
| Ee Pnnen an executive could enter into an 
employment contract with his corporation, 
providing for deferred payments to him 
and/or his family in the event his employ- 
ment is severed for any reason, including 
retirement and death. The contract may 
provide that, if he dies while in the com- 
pany’s employ, it will pay to his widow over 

a fixed period of years, or during her life- 

time, 2n amount equivalent in the aggregate 

to one or more years’ salary. Also that, in 
the event he retires or his employment is 
terminated for other reason, X% of his 

salary will be paid to him for life or a lim- 

ited number of years, the payments to cease 

if he becomes associated with a competing 
corporation, or does not render certain 
agreed upon advisory services. 


Under this arrangement the executive 
is able to conserve a part of his compensa- 
tion free of current income tax, since the 
contingent nature of the future payments 
to himself precludes the possibility of the 
tax department’s reducing such sums to a 
present value and levying a current tax. 
There is some question that there may be 
a small current income tax with respect to 
the death benefit (term insurance rate). 
But there are reasons why such a tax 
should not be levied. This point must await 
final clarification by the tax department 
and courts. 


The called for future payments when, as 
and if made, would be subject to income tax 
in the hands of the recipient, but at such 
time his or her tax bracket would probably 
be lower than the executive’s current brack- 
et. Through proper planning this ultimate 
income tax could be further minimized. 


This type of contract commits the cor- 
poration to make fixed future payments, the 
timing of which, however, remains uncer- 
tain. Since the death benefit might be pay- 
able tomorrow, it should be underwritten 
by insurance on the executive’s life, in fa- 


This column is copyrighted by H. S. 
Koster & Co., and is not to be reprinted or 
quoted without permission. 


vor of the corporation, in an amount to cov- 
er the full death benefit. The policy should 
include guaranteed annuities to which the 
policy may be converted at retirement. The 
policy would be owned and paid for by the 
company and held as an investment reserve 
for the employment contract. 


Upon the death of the executive, the com- 
pany would receive the proceeds of the pol- 
icy free of any corporation income tax, no 
matter how large a “profit” may result from 
the excess of proceeds over the premiums 
paid. If the amount is reasonable, each an- 
nual payment made by the corporation to 
the designated beneficiary (out of the in- 
surance proceeds) is deductible by the cor- 
poraticn for purposes of its income taxes 
inasmuch as the corporation is obliged to 
make these payments under the employment 
contract. Thus, the transaction involves a 
two-way tax advantage from the company’s 
viewpoint. Although the corporation re- 
ceives no current deductions for the pre- 
miums it invests in the insurance policy 
to fund the death benefit, it does receive 
a deduction on payments when made to the 
executive’s widow. The result is that the 
corporation merely defers its deduction to 
a time when corporation tax rates might 
be higher, as well as lower, than current 
rates. 


In addition to underwriting the death 
benefit, the same insurance policy could 
be used to fund possible payments to the 
executive in the event of severance of em- 
ployment or retirement. The type of policy 
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selected would have an annually increasing 
cash value gradually approaching the point 
where it would cover the required severance 
payments. Payments made to the executive 
because his employment is severed would 
be currently deductible by the corporation 
for tax purposes and would constitute tax- 
able income to him only to the extent of 
the amount received each year, because each 
payment would be made only if the execu- 
tive is not associated with a competing com- 
pany and fulfills other stipulated conditions. 


It is often advantageous to make the pay- 
ments to a retired or severed executive over 
his lifetime or in installments for a fixed 
number of years. (The same holds true for 
the payment of the death benefit to his 
widow.) Therefore, the use of the settle- 
ment options in the insurance policy are 
essential to the proper workings of the 
plan, both as to the conversion of the cash 
values, as well as the face amount of the 
policy. 

Because of the contingent nature of the 
payments to the executive (necessarily so 
in order that the entire present value of 
the annuity be not taxed to him in one year) 
the underwriting insurance company must 
be willing to pay each installment or an- 
nuity payment to the corporation instead of 
to the executive. The corporation could then 
transmit such payment to the retired exec- 
utive if he has not defaulted in his contract. 
The interest element of each installment 
received by the corporation is subject to 
corporation income tax, but this is nominal. 
The full amount paid each year by the cor- 
poration to the executive is fully deductible. 

In order to strengthen the widow’s tax 
position, the installment or annuity pay- 
ments under the policy should again be 
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paid to the corporation, which would re- 
ceive them as proceeds of life insurance 
free of income tax. The corporation would 
then transmit them as directed by the exec- 
utive’s will or employment contract. Other- 
wise the corporation would be in the posi- 
tion of turning the policy over to the widow 
(or estate) in one year in satisfaction of 
its committed payments under the employ- 
ment contract. This conceivably might 
cause the tax department to declare the full 
cost of the annuity (face amount of policy) 
to be taxable income to the estate or widow 
in the first year of payment. To further 
minimize the income tax on these payments 
made by the corporation after the execu- 
tive’s death, he should make proper disposi- 
tion of them under his will so that the tax 
liability may be divided among several tax 
entities (persons or trusts). 


0. 
First C.L.U. Institute 


Pointing out that life insurance in force 
had increased by such tremendous amounts 
during the past generation, Dr. S. S. Huebner, 
President of The American Colleeg of Life 
Underwriters, predicted that an equally com- 
parable expansion might be expected over the 
years lying immediately ahead. Speaking at 
the closing session of the first Chartered Life 
Underwriter Institute, held at the University 
of Connecticut last month, Dr. Huebner point- 
ed out that the veterans studying in his various 
university classes today had a far broader 
and more comprehensive understanding of the 
multiple uses of life insurance than that pos- 
sessed by their fathers following World War I. 

The group informally organized themselves 
into the “First C.L.U. Institute” and elected 
as Chairman, Fitzhugh Traylor, C.L.U., Man- 
ager of the Indiana Agency of the Equitable 
Society. 
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BOOKS AND AUTOGRAPHS 


EXPERT APPRAISAL AND LIQUIDATION 
AT PUBLIC SALE 


Many prominent and v&luable libraries and collections of rare autographs were 
appraised and sold through these galleries. Reliable advice, service, and coopera- 
tion with executors and trust companies. 
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Preliminary Report On 
PACIFIC COAST AND ROCKY MOUNTAIN STATES 
TRUST CONFERENCE 


FTER a lapse of four years, due to war- 
time conditions, the regional trust con- 
ference of the Pacific Coast and Rocky 
Mountain States was resumed with a three- 
day session at Los Angeles, August 7 
through 9. Sponsored by the Trust Division 
of the American Bankers Association and 
“hosted” by the Southern California Trust 
Officers Association, this 20th convention 
was chairmaned by Harry M. Bardt, vice 
president and trust officer, Bank of Ameri- 
ca. L. H. Roseberry, vice president and 
manager of the trust department, Security- 
First National Bank of Los Angeles, was 
program chairman. 


As we go to press, only a few of the pa- 
pers presented at the conference are avail- 
able; they are reported herein. The others 
will be published next month. 


Work of Trust Division 


HE Trust Division of the A.B.A. is 

particularly interested in having Con- 
gress act upon recommendations contained 
in the report of its Committee On Taxation, 
James W. Allison, president of the Division, 
told the delegates. The recommendations 
relate to the taxation of income of estates 
and trusts, the application of the decision 
in the Clifford case, and the existing in- 
come tax, estate tax, and gift tax problems 
with respect to employees pensions and an- 
nuity benefits. 

“The other three things that with your 
help the Trust Division plans to do are 
closely related,” said Mr. Allison, who is 
vice president of the Equitable Trust Com- 
pany, Wilmington, Del. “The first is to de- 
velop a closer two-way relationship with 
the supervisory authorities. The second is 
to provide, at the grass-roots level, practical 
help to small trust departments. The third 
is to encourage the expansion of the work 
of existing local trust associations and the 
establishment of new local trust associa- 
tions.” 

The first project began with Gilbert Ste- 
phenson’s series of meetings with Federal 
and State supervisory authorities in each 
of the twelve Federal Reserve districts in 
1944 and 1945. This is being implemented 
by a newly appointed Division Committee 


on Supervisory Matters. This Committee 
plans to discuss with the representatives 
of the National Association of Supervisors 
of State Banks, Comptroller of the Curren- 
cy, Federal Reserve and F.D.I.C., needs dis- 
closed by the meetings already held. In ad- 
dition, it is hoped to stimulate round table 
discussions like those held in Pennsylvania, 
between examiners and trust men, and, with 
the cooperation of the supervisory authori- 
ties, to get into the hands of the examiners 
of all four services, and through the exam- 
iners into the hands of small trust institu- 
tions, up-to-date news, reports and publica- 
tions about the trust business, Mr. Allison 
asserted. 

On the second of the three projects, many 
small trust departments are unaware that 
Trust Division committees have done work 
on their problems. “Ways must be found to 
bring sources of help directly to them. 
Three such sources suggest themselves. 
One is reference material, such as text- 
books, committee reports and articles on 
trust subjects. Another is special equip- 
ment, such as review sheets, docket digest 
sheets, work sheets, check lists and similar 
forms worked out for use of small trust 
departments. A third is the discussion of 
their practical trust problems.” 

Regarding the expansion of the work of 
existing local trust associations and the 
establishment of new local trust associa- 
tions, Mr. Allison pointed out that there are 
seven States without either state or local 
trust organizations, and “there are others, 
unfortunately, in which the trust associa- 
tion exists only on paper.” Local trust asso- 
ciation activities of real practical benefit 
may be possible even in sparsely populated 
regions, Mr. Allison citing the fact that a 
large part of the work of the Trust Division 
is carried on by mail. 

Mr. Allison then gave the following re- 
view of the activities of eight of the Di- 
vision’s seventeen committees: 

Common Trust Funds. The original Com- 
mon Trust Fund Handbook, published in 
1939, is being revised. The increase in the 
Regulation F limitation from $25,000 to 
$50,000 has been achieved. Several suggest- 
ed possibilities for extending the usefulness 
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of common trust funds to smaller trust in- 
stitutions are being explored. 


Corporate Trust Activities. Suggestions 
for amendments to the Trust Indenture 
Act of 1939 and with respect to problems 
in the field of stock transfer will be em- 
bodied in recommendations. 

Costs and Charges. A further study of 
the bases of trust compensation and of the 
sources of trust compensation has been re- 
quested by the Executive Committee. 
Studies of methods of trust department 
‘ cost accounting are continuing. 


Fiduciary Legislation. Since in 1947 the 
legislatures of 44 states will be in session, 
a study of needed state trust legislation has 
been carried on actively since last fall. Sub- 
jects considered include the transfer of 
securities by fiduciaries, intermediate fi- 
duciary accounting, nominee registration, 
and the development of a stream-lined pro- 
cedure for the settlement of small estates. 

Operations for Trust Departments. Work 
is in process on the development of certain 
operating forms and procedures for smaller 
trust departments. 
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Trust. Education. Revision of the A.I.B. 
textbook, Trusts II, has been completed. 
The revised edition will be published nexi 
month. The committee’s revision of Trusts 
I was published in 1944. 


Trust Information. Completion of a trust 
customer relations manual, work on which 
was interrupted by the war, is scheduled 
in time for publication late this year. 
Three surveys are planned—one on trust 
income, to bring the 1941 study up to date; 
one on estates passing annually through 
probate courts; and one on public opinion 
about trust institutions. 


Trust Investments. In another case study 
of trust investment problems, the Commit- 
tee has enlisted the help of 150 trust invest- 
ment officers throughout the country. Also, 
the Committee is working on plans for bet- 
ter arrangements for sessions on trust in- 
vestment problems at future conferences. 
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SHOULD TRUST COMPANIES ENCOURAGE 
CO-TRUSTEESHIPS ? 


Standards for Measuring Each Case 


L. B. STAVER 
Trust Officer, The United States National Bank of Portland, Oregon 


PROPOSE to perform an experiment. 
] vieusiies a pair of balanced scales. I 
will attempt to make a chemical analysis 
of the elements of joint control trusts* and 
in the scale pan on the right, we will place 
the positive elements—those which we find 
favorable; in the pan on the left, we will 
place the negatives—those which we find 
objectionable. When we are done, if our 
analysis has been correct, the arm of the 
scale will indicate which has the greater 
weight ... and there will be the answer to 
our problem. 


The first step in our experiment is an 
analysis and measurement of what our 
trustor expects to accomplish through a 
joint control trust. Certainly his purposes 
are a positive element to the extent of the 
weight that should be given them. We ap- 
ply a chemical reagent to these objectives, 
and find that they separate themselves into 
four general classes: 


First: Along with the many advantages 
of corporate trusteeship, the trustor wishes 
to obtain the benefit of the special knowl- 
edge and ability of some individual as it 
may relate to his own estate. That indi- 
vidual may be his partner, or a key man 
in his business, or it may be an officer or 
director of a corporation in which he owns 
a large block of stock. It may be an invest- 
ment broker who has served him satisfac- 
torily, or an expert in some other field. The 
trustor himself may wish to retain a voice 
in the management while he lives, or he 


From address before 20th Pacific Coast 
& Rocky Mountain States Trust Conference, 
Aug. 7. 


*I will draw no distinction between “Co- 
Trustee” and “Mandatory Consultant” 
trusts. The term “mandatory consultant” 
refers to a third person, with whom the 
trustee must consult, and whose approval 
must be secured before the trustee may 
take certain action proposed by it. Legally, 
there is a distinction between the two, but 
the elements are substantially the same so 
far as our chemical experiment is con- 
cerned. 


may want to appoint some intimate friend 
or relative to have a voice in fixing allow- 
ances for his beneficiaries, seeing to their 
welfare, and assisting the children in secur- 
ing an education and becoming established 
in business. We will call this the element 
of “Specialist Appointment.” 


Second: He may feel that his widow or 
son will regard the appointment of a trust 
company as an indication of lack of confi- 
dence in them, and therefore designate one 
or both of them as co-trustee, to save any 
such fancied indignity. In this group, too, 
is the trustor who appoints his son co- 
trustee with the thought that “it will be 
an education to him.” We will term this the 
element of “Family Appointment.” 

Third: Although reasonably satisfied 
with the value of trust company manage- 
ment, he feels that the association of some 
business or professional man in the trustee- 
ship may give added assurance of the sat- 
isfactory handling of the trust. Usually 
such an appointment is made with the 
rather vague idea that the principal func- 
tion of the individual will be to watch the 
statements and reports of the trust com- 
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pany rather than to take a particularly 
active part in the management. In most 
instances the appointment does not result 
from any actual lack of confidence in the 
trust company. This element we will desig- 
nate the “Censor Appointment,” bearing in 
mind that we have two types—the “Neu- 
tral” censor, and occasionally the ‘“Mis- 
trusting” censor. 

Fourth: He may use the arrangement 
with the secret thought that it will result 
in a saving to his beneficiaries by requiring 
a division of the trustee’s fee with the mem- 
bers of his family who act as co-trustees. 
This we will term the “Bargain Price Ap- 
pointment.” 

The Negative Elements 
ET us put the “Specialist Appointment” 
element in the right-hand pan. The 
scale immediately tilts in that direction. 
Obviously, this element has some weight, 
but we have yet to determine whether it 
will counterbalance the negative features, 
which are to be the subject of the next step 
in our experiment. 

These negative elements are the difficul- 

ties trust companies find in the administra- 
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tion of joint control trusts. They may b: 
summarized thus: 

1. The trust company is concerned about 
its liability. 

2. The compensation is inadequate when 
the fee must be divided with the co- 
trustee. 

. Such trusts are cumbersome and in- 
efficient to administer, and are costly 
both to the trust institution and to 
the trust estate itself. 

These three elements seem to embody a 
great deal of weight. We put them into the 
left-hand pan. The needle swings violently 
to the negative side. But we are not fin- 
ished with our experiment. Our next step 
is to throw a penetrating examining ray 
on these negative elements. 

Analysis of Liability Factor 
IRST, we will focus it on the liability 
factor. There is no question but that 

duties, and hence liabilities, arise in a co- 
trusteeship that do not exist when a single 
trusteeship has been named. They are 
based upon the obligation of the trustees 
to act in unity, with neither delegating du- 
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ties to the other, and with each supervising 
the acts of the other. Perhaps this concern 
as to our added liability is traceable largely 
to a misconception of the nature of many of 
the cases on the liability of co-trustees. 
A very considerable number of them arose 
because one trustee, either through negli- 
gence or actual delegation, permitted the 
other to perform acts which resulted in a 
loss to the trust and were found improper. 
The result, of course, was that the negligent 
or inactive trustee was jointly responsible 
with the one who was guilty of the wrong- 
ful act. 


It does not seem logical that trust com- 
panies need have much fear as to this type 
of liability, because it is their almost uni- 
versal policy to take over the actual pos- 
session of the assets—to do all the book- 
keeping—to make the security reviews— 
and, usually, to initiate the acts for invest- 
ment changes. When this is done, there is 
small opportunity for the co-trustee to com- 
mit a breach which was made possible by a 
delegation of authority or negligence on the 
part of the corporate trustee. If anyone 
should be concerned about this liability, it 
should be the individual who performs none 
of the ministerial functions at all, and often 
is entirely inactive until called upon by the 
trust company to approve a particular pro- 
posal. 

Of course, we should not take it for 
granted that a trust institution has protect- 
ed itself against all liability as a co-trustee 
by doing these things. The point is, that 
this procedure is protection against the 
type of liability with which a great many 
of the cases have been concerned. 


Differences of Opinion 


HE principal additional exposure of a 

trust company acting as_ co-trustee 
arises in those cases where it makes a rec- 
ommendation which, for some reason, is 
not approved by its associate. The courts 
agree that the trust company is not pro- 
tected in being a “good fellow” and defer- 
ring to the judgment of the individual if 
his decision should later be determined to 
have been improper or imprudent. 


This may not be as serious as it sounds. 
It is to be expected that there will be dif- 
ferences of opinion between co-trustees. If 
there were no such disagreements, there 
would be little point in having more than 
One trustee. If the act proposed by the cor- 
porate trustee is one on which there can be 
an honest difference of opinion, there should 
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be no liability if the trustees conclude to 
be guided by the judgment of the individu- 
al, and such judgment was honestly and 
prudently arrived at—even though it may 
later prove to have been the less advanta- 
geous course. When a situation does arise 
in which the trust company feels that the 
position of the individual trustee would not 
be upheld as prudent judgment, it should 
have recourse to the court for instructions. 

It is worthy of suggestion, too, that there 
may even be a buffer against liability in 
the presence of an individual co-trustee. 
When the trustor has himself designated 
a business associate or close friend or mem- 
ber of his family to share in the manage- 
ment of his estate, there may well be a 
greater hesitation on the part of the bene- 
ficiaries in criticizing acts of the trustees 
than would be the case if an independent 
financial institution had done the identical 
things as sole trustee. 

The hazards in joint control trusts are 
too little different from those of sole trus- 
teeships to cause us to shun them for that 
reason alone. Our element of liability still 
exists, but I think that under the beam of 
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our examining ray its bulk has been some- 
what lessened. 


Compensation Inadequate? 


ET us now turn the ray on the second 
negative element—that the compensa- 
tion is inadequate where a division of fees 
is necessary. There is an obvious answer to 
this: a trust company has no one but itself 
to condemn if it accepts business which 
does not provide adequate pay for its serv- 
ices. In those states where trustee’s fees 
are not a matter of statute, there is no 
reason at all for a trust institution to ac- 
cept a joint control account on any basis 
which does not give it fair compensation. 
Where statutes definitely limit the amount 
of the trustee’s fee, the common practice 
is to require this fee to be divided on the 
basis of the services performed by each. 
There is nothing, however, in any statute 
of which I am aware, to preclude a testator 
from fixing a fee on a different basis from 
that set by law. 


Most trust companies now strongly rec- 
ommend in their advertising, and in their 
contacts with their customers, that wills 
under which they are to act as fiduciary 
be reviewed with them while the testator is 
living. The primary purpose of this review 
is to see that the provisions are workable 
and acceptable to the trust company. There 
is no reason why the trust company should 
not include, in its “Check List” of require- 
ments, an adequate fee provision. There is 
neither moral nor legal obligation to ac- 
cept a fiduciary appointment under a will 
which was not submitted to the trust com- 
pany before the death of the testator. There 
is nO more reason to accept a trust under 
such a will, when it does not provide ade- 
quate fees, than there is to accept a trust 
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which has some other unworkable or ob- 
jectionable provision. 

Occasionally we accept a sole trusteeship 
at an inadequate fee as a matter of public, 
or local policy. If we accept a joint control 
trust in which it is obvious that we will not 
be properly compensated, such action should 
be charged entirely to policy expense, and 
the joint control trust should not be con- 
demned because “the fee is not enough.” 

Without making use of our scale for the 
moment, it seems to me that this negative, 
too, has lost weight under our treatment. 


Unduly Expensive? 


E will now focus our examining ray 

on the final objection—that joint con- 
trol trusts are difficult and costly to admin- 
ister. This seems to have the greatest spe- 
cific gravity of any of our negatives. So far 
as our routine administration is concerned, 
the expense and time involved are no dif- 
ferent than in the sole trustee account. We 
do the same bookkeeping, collect income, 
make security reviews and submit state- 
ments exactly as if we were acting alone. 
It is only when we require the approval of 
our co-trustee to a recommended change 
of investment or disposition of property or 
similar discretionary act that there is any 
possibility of delay or additional expense. 
In the great majority of cases, this approv- 
al is obtained by the simple writing of a 
letter to our associate, who endorses his 
approval on a duplicate of that letter and 
returns it to us. Here, a delay of a day or 
so occurs and we have the expense of writ- 
ing and mailing a single letter. Certainly 
this is not too serious. 

Unfortunately, all transactions requiring 
the concurrence of both trustees are not 
concluded this simply. Sometimes our as- 
sociate is traveling, or is careless and slow 
in replying. Sometimes he wants “to be 
shown” before he signs. He may be a ha- 
bitual dissenter who finds fault with every 
proposal at the outset (although he usually 
finally concurs, and later takes credit for 
any advantage resulting to the trust). I 
believe, however, that they are very much 
in the minority; but as in all human affairs, 
they loom much larger in our minds than 
do the many cases of pleasant associations 
with co-trustees who act promptly and in- 
telligently. 


Weighing the Elements 
ERHAPS our discerning ray has not 
greatly reduced the weight of this neg- 

ative element, but without returning it to 





the scale it does seem to me that it has 
lightened somewhat. Now, we will return to 
the left-hand scale pan all our negative ele- 
ments in their new form. We find that they 
are no longer heavy enough to outweigh the 
“Specialist Appointment” on the right side. 
The indicator turns to the right very def- 
initely. We have completed the first step of 
our experiment, and from the strong posi- 
tive reading can draw our first axiom: 
“Given a co-trustee whose knowledge and 
training can contribute to the administra- 
tion of the trust, and given adequate com- 
pensation, there is no reason to discourage 
a joint control trust. Rather, the wishes of 
the trustor should be respected, and on 
occasion we might even invite such an ar- 
rangement.” 


Now, let us substitute the “Family Ap- 
pointment” motive on the positive side of 
the scale in place of our “Specialist Ap- 
pointment” element. The needle wavers, and 
finally comes to rest showing a perfect bal- 
ance. The favorable and the unfavorable 
elements offset each other. From this, it is 
manifest that considerations other than 
those which we have already mentioned may 
well be the dominant factor in determining 
whether to encourage or discourage such 
trusts. Such elements include the nature of 
the assets, the value of the estate, the terms 
of the trust, and the temperament and 
ability of the individual who is to be our 
associate. 


From this, we may draw our second axi- 
om: “Given a co-trustee who is appointed 
for family reasons, and given an adequate 
fee, the advisability of encouraging or dis- 
couraging the joint control trust depends 
upon factors affecting the particular case.” 
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New Element: The Instrument 


ET us leave the scale in balance for a 
moment while we examine a new ele- 
ment. We will designate it “Form of Trust 
Instrument.” A properly drawn will or trust 
agreement creating a joint control trust 
can solve all the major objections to such 
accounts. The law permits an apportion- 
ment of duties and liabilities between trus- 
tees. A well-drawn trust instrument can 
take full advantage of this principle. 


There is no reason why the instrument 
should not provide that the corporate trus- 
tee should have possession of the assets, 
keep the books and collect the income and 
principal payments. There is no reason why 
the instrument should not say that the du- 
ties of the individual trustee are limited 
to participation in the investment supervi- 
sion, or in the real property management, 
or to a particular investment in the port- 
folio. There is no reason why the instru- 
ment should not specify that, in the event 
of a disagreement, the decision of a desig- 
nated trustee should govern, and that the 
other should be under no liability for abid- 
ing by that decision. In short, every serious 
problem in the administration of a joint 
control trust can be met by a skillfully 
drawn trust instrument.* 


The element “Form of Trust Instrument” 
obviously has considerable weight. As it is 
a positive factor, we will place it in the 
scale along with the “Family Appointment” 
element. Our indicator again turns to the 
favorable side. Before drawing a conclu- 
sion from this, we will substitute the “Cen- 
sor Appointment” element in the right-hand 
pan in place of the “Family Appointment” 
one. The “Censor Appointment” is a trifle 
lighter, but the indicator still shows an 
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affirmative result. We discovered previously 
that there are two types of “Censor Ap- 
pointment” motive. The one we have used 
in this experiment was a “Neutral” censor 
from a case in which the trustor appointed 
his attorney with the idea that it might do 
some good, and couldn’t do any harm. It 
was not made because of any lack of confi- 
dence in the corporate trustee. (I have dis- 
covered in my preliminary experiments 
that if we have a “Censor Appointment” 
which is made because the trustor does 
not have complete confidence in the trust 
company, a very much different reaction oc- 
curs when we attempt to compound these 
elements. The result is an extremely vola- 
tile combination, creating great heat, and 
often actually bursting into flame.) 

From the results of our measurement of 
the “Family Appointment” and “Censor 
Appointment,” we draw our third and final 
axiom: “Given a properly drawn trust in- 
strument defining the duties and liabilities 
of each trustee, and with a fair compensa- 
tion provision, there is no reason to dis- 
courage a joint control trust, even though 
the individual is not selected primarily for 
some specialized management purpose, UN- 
LESS the individual is designated because 
of a lack of confidence in the corporate trus- 
tee. In the latter event, acceptance of the 
appointment is unwise and it should be de- 
clined.” 

I will not attempt to weigh our fourth 
objective, the “Bargain Price Appoint- 
ment,” because in my research I found that 
it is incompatible with the other elements 
we have studied. In fact, it loses substance 
entirely when compounded with the ele- 
ments of a well-drawn trust instrument and 
an appropriate fee provision. 


*An excellent study of such provisions 
has been made by Gilbert T. Stephenson, 
and constructive suggestions along the same 
line are made in a Graduate School of 
Banking thesis by William F. Lackman of 
the Guaranty Trust Company of New York. 
Both are available through the library of 
the Trust Division of the American Bank- 
ers Association. 
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This completes the experiments in our 
imaginary laboratory. The usual objections 
to joint control trusts have been found not 
insuperable, and in many cases the motive 
of the trustor is a sound and legitimate one 
and should be respected. Except in those 
cases, I do not suggest that we need en- 
courage joint control appointments, but I 
can see no reason to discourage a poten- 
tially profitable and attractive case if it 
tips the scales favorably in tests similar to 
those we have conducted. It would, indeed, 
be helpful if we could actually measure 
each such proffered appointment with the 
scientific precision which I have attempted 
to paraphrase. Until, however, our scien- 
tists perfect a device which can mechan- 
ically appraise the intangible elements of 
human affairs, our substitute for the 
chemical balance must be the scale of good 
judgment, and the weight to be given the 
elements must be measured on that scale. 
I believe that in the application of the good 
judgment standard of measure, the axioms 
we have established will be found to hold 
generally true. 


Property and Business Management 


Securing owners, landlords and tenants lia- 
bility insurance policies on trust property was 
strongly urged as a protection for banks and 
individual trust officers by Noel L. Mills in 
a paper read before the annual meeting of the 
Trust Division of the Mississippi Bankers As- 
sociation last month. By obtaining a blanket 
policy covering all real estate held in trust, 
the premiums are greatly reduced, declared 
Mr. Mills, who is assistant trust officer of 
Deposit Guaranty Bank & Trust Company of 
Jackson. 


Citing the fact that many estates, particu- 
larly the smaller ones which banks are now 
seeking, include going businesses, Mr. Mills 
urged trust departments to operate them, giv- 
en proper protection in the will and order of 
Court. This is necessary as a service and to 
avoid uneconomic liquidation. With a proper 
presentation of the facts, the Chancellor will 
allow additional fees for these extraordinary 
services, he said. 
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Where There’s A Will... 


OOTH TARKINGTON, two-time win- 

ner of the Pulitzer Prize for litera- 
ture, bequeathed all personal effects to Mrs. 
Tarkington and gave her the right to re- 
tain possession of pictures and works of 
art for so long during her life as she shall 
choose. A ship model and a portrait of 
James Whitcomb Riley were left to two li- 
braries, respectively. All other property 
was placed in trust with The Indiana Trust 
Company of Indianapolis, the income to go 
to Mrs. Tarkington for life. Upon her death, 
the principal of the trust is to go as follows: 
one-fifth to each of three nephews; one- 
fifth remains with the trust company, from 
which Mrs. Tarkington’s sister will receive 
the life income (upon her death, the re- 
mainder will go-to the three nephews equal- 
ly); and one-fifth likewise in trust, from 
which Miss Elizabeth Trotter will receive 
a life income. Upon her death, the remain- 
der is to go to the three nephews equally. 
The trust company is also named executor. 


EORGE E. HAMILTON, dean emer- 

itus of Georgetown Law School, left 
his entire estate in trust, any part of which 
is to be used for the benefit of Mrs. Hamil- 
ton. At her death, the estate will be divided 
into seven equal parts, five of which will go 
outright to five of the six living children 
of Mr. Hamilton. The other two will be held 
in trust, one for issue of a deceased son, and 
one for Mother Louise F. Hamilton, treas- 
urer of the eastern province of the Order 
of the Sacred Heart. On the death of Moth- 
er Hamilton, two-fifths of her bequest will 
go to the Order of the Sacred Heart, two- 
fifths to Georgetown University and one- 
fifth to Georgetown Preparatory School. 
Union Trust Company of Washington, D. C., 
is named executor and trustee. 





APPRAISALS 
INVENTORIES 


OSS W. JUDSON, prominent Michi- 

gan executive, left his Miami Beach 
home to his wife, provided that if he dis- 
posed of it during his lifetime otherwise 
than by gift to her, she was to receive $65,- 
000 in cash. To each of two daughters, Mr. 
Judson gave such sums as may be required 
to pay the balance due on any encumbrance 
on any home owned and occupied by them, 
but not in the aggregate more than ten per 
cent of his net estate exclusive of the 
above mentioned bequest to his wife and 
the value of the property constituting Trust 
A established in his will. This Trust is to 
consist of his interests in a realty company; 
one-half of the income therefrom, but not 
less than the first $7,200 of income each 
year, is to be paid to Mr. Judson’s former 
wife who will also receive one-fifth of the 
remainder of the income while the other 
four-fifths will be divided among his chil- 
dren; the latter will receive the entire in- 
come upon her death and the principal will 
be distributed to their issue upon the death 
of the last survivor of the children. 


Trust B will consist of the rest of Mr. 
Judson’s estate; two-thirds of the income, 
but not less than the first $500 per month 
of income, will be paid to the second Mrs. 
Judson, with one-fifth of the remainder to 
the first wife and the other four-fifths to 
the children who will receive the principal 
upon the death of the survivor of the two 
Mrs. Judsons. The National Bank of De- 
troit is named co-executor and co-trustee. 


an 
Small Trust Conferences 


Gilbert T. Stephenson, director of the Trust 
Research Department of the American Bankers 
Association, Graduate School of Banking, dis- 
cussed trust problems of Indiana’s smaller 
trust departments at four working conferences 
held at Evansville, Indianapolis, Fort Wayne, 
and South Bend, from July 29 through Aug. 1. 
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TAXATION OF COMMUNITY PROPERTY 
Joint Ownership and Other Problems 


WALTER L. NOSSAMAN 


Of the Los Angeles Bar: California Legal Editor of Trusts and Estates; 
Author, “Trust Administration and Taxation” 


N spite of the rebuffs which the commu- 

nity system has recently sustained in 
the Congress and the Supreme Court, the 
community system, the oldest and most 
widespread system of marital property 
rights in the world, is at the same time the 
most enlightened, and the most consonant 
with the aspirations and traditions of a 
truly democratic society. I venture to hope 
that the Congress will not, by discrimina- 
tory taxation, render it impossible for this 
system to survive in competition with the 
archaic system which, originating with the 
Norman robber barons, supplanted in the 
English-speaking world the community 
system which was the rightful heritage of 
the Anglo-Saxon race. 

[Ed. Note: At this point, Mr Nossaman 
discussed the recent Supreme Court cases 
of Fernandez v. Wiener and United States 
v. Rompel. This discussion paralleled that 
in his article in Feb. 1946 Trusts and Es- 
tates 221, and therefore is not reprinted 
here. Mr. Nossaman did raise the additional 
query whether any of the community prop- 
erty is taxable at the wife’s death in Ne- 
vada or New Mexico, where she has no 
power of testamentary disposition. If the 
rule excluding half of the community prop- 
erty from the wife’s taxable estate in those 
states granting the wife testamentary 
power over one-half is sound, the writer be- 
lieves that none of the community property 
should be taxed at the wife’s death, except 
to the extent that it represents compensa- 
tion for her services, etc. It would be unfor- 
tunate, he said, if this question of taxability 
in the wife’s estate should first come up 
from Nevada or New Mexico, since either 
all or none would be taxable, which might 
result in making bad law.] 


Joint Tenancy Questions 


ROPERTY owned in joint tenancy will 
be included in the taxable estate of that 
one who furnished the consideration for its 
purchase, and his only. If the property is 
community in origin (irrespective of 
whether the interests of the spouses in the 


From address before 20th Pacific Coast 
and Rocky Mountain States Trust Confer- 
ence, Aug. 9. 


joint tenancy are separate or community), 
the entire property will be included in the 
husband’s estate, if he dies first. 


Suppose the wife dies first. If the prop- 
erty was originally the separate property 
of the husband, clearly there is no tax. If 
the property is community in origin, the 
same rule should apply since, in this case as 
in that first supposed, the wife received her 
separate interest by gift. That is inconsis- 
tent with any theory that her present in- 
terest “originally belonged” (Sec. 811(e)- 
(1), I.R.C.) to anyone but her husband, 
the donor. But suppose the wife’s interest, 
whatever its origin, is in fact community, 
as it may be under an anomalous rule pre- 
vailing in California (Tomaier v. Tomaier, 
23 Cal. 2d 754, 146 P. 2d 905; United States 
v. Pierotti, F. 2d —— (C.C.A. 9). 
If the wife’s interest, when separate—a 
gift from the husband—is not subject to 
tax, there is a logical difficulty in taxing a 
community interest, if that is all she has. 
The greater tax consequences should not 
attach to the lesser right. 


This particular question cannot be fully 
resolved at this moment. It can be strongly 
argued that property, actually community, 
but held by husband and wife in joint ten- 
ancy, is not part of the wife’s taxable es- 
tate. She has no power of testamentary dis- 
position; and the property “originally be- 
longed” to the husband, if the Congression- 
al theory underlying the 1942 estate and 
gift tax amendments is sound. 


Gift Tax Consequences 


AVING the regulations in mind, it is 
reasonable to make the following as- 
sumptions in connection with gift taxation: 


(1) If the husband gives community 
property to his wife, he makes a gift of 
the whole, not merely one-half. 


(2) If husband or wife convert separate 
into community property, there is no gift. 
(Reg. 108, Sec. 86.2(c).) 


(3) If the wife transfers her community 
interest to her husband, it seems clearly 
inferable she makes no gift. 
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(4) Suppose husband and wife own 
property, community in origin and in fact, 
in joint tenancy. If the wife transfers her 
interest to her husband, she makes no gift. 
But if the interest theretofore held by the 
wife were her separate property, her trans- 
fer would be a gift, irrespective of origin. 
In such a case, the property being her sep- 
arate property at the time of the gift, it 
would be immaterial by what route it be- 
came separate (even by gift from the hus- 
band), or what its origin was. 

(5) Where you have a true joint tenancy 
—spouses’ interests separate—their inter- 
ests may be converted into a tenancy in 
common without gift or income tax liabili- 
ties. The same rule would apply where you 
have properties (real estate or stocks) of 
such character that they are physically seg- 
regable in kind. (On income taxes, see Sec. 
112(a), (b), I.R.C.) If the property is oth- 
er than real property or stocks, considera- 
tion should be given to possible income tax 
consequences of any reshuffling of interests. 

Break Up Joint Tenancy? 


HE obvious advantage of tenancy in 
common over joint tenancy is that in 


Missouri‘s 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It 
accepts no deposits. 


It administers more trust 
property than any other Mis- 
souri financial institution. 


It is the oldest trust com- 
pany in Missouri. 


For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 


TRUSTS and ESTATES—August 1946 


the former case, in the event of death of a 
co-owner, the government does not go back 
to the origin of the property to see who 
contributed to the consideration for it. Im- 
portant savings in death duties, irrespective 
of motive, may in some cases be effected 
through the breaking up of joint tenancies. 


(6) If a husband causes property (sep- 
arate or community) to be conveyed to him- 
self and his wife as joint tenants, Reg. 108, 
Section 86.2 (a) says he makes a gift. 
But you may have community property held 
in joint tenancy. If the wife receives only a 
community interest, there is no gift, but 
there is a gift if the interest received is 
separate. The question is one of intent, or 
of trying to determine what the intent 
would have been if the parties had an in- 
tent. As between the spouses themselves, in- 
come tax returns on a community basis have 
been held to evidence an intent that the 
property from which it is derived is com- 
munity (Heck v. Heck, 63 Cal. App. 2d 470, 
147 P. 2d 110). 


Another complication in these cases 
arises out of the fact that where you once 
have a joint tenancy, property purchased 
with the proceeds of such property has a 
joint tenancy character. (I suspect this is 
only a California heresy, but it is well set- 
tled here. Estate of Harris, 9 Cal. 2d 649, 
72 P. 2d 873.) It sometimes becomes neces- 
sary, therefore, to trace joint property back 
to its origin in order to determine whether 
it is held in a true joint tenancy, or is only 
a community form of holding. If you have 
to rely on presumptions arising from the 
form of the conveyance, the presumptions 
may be different (in California), depending 
on whether the conveyance was before or 
after the 1935 amendment to Section 164 
of the Civil Code. 


(7) Suppose the wife, in contemplation 
of death, transfers to her husband her in- 
terest in community property. There would 
be no gift, unless the transfer is regarded 
as the release to the husband of the equiva- 
lent of a testamentary power of appoint- 
ment. (See Sec. 1000(c), I.R.C.) If the 
transfer has no tax significance other than 
as the release of a power, it would not be 
taxable either for estate or gift tax pur- 
poses, if completed prior to July 1, 1947, 
assuming that the property, the subject 
matter of the power, had a community stat- 
us on or before October 21, 1942. My own 
belief is that such a release should not be 
taxed under any circumstances. The power 
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of appointment here involved is purely in- 
cidental to community status of the proper- 
ty, whereas Sec. 811(f) I.R.C. makes it 
clear that the power of appointment there 
referred to is the conventional type of pow- 
er familiar to property law. I believe the 
Congressional intent to be that Secs. 811(e) 
and 811 (f) each provides a complete code 
relative to taxation of community property 
and powers of appointment respectively. 


Income Tax Points 


OMMUNITY income is divisible be- 

tween the spouses in all the community 
property states. The law as declared in Poe 
v. Seaborn, 282 U.S. 101, 75 L. ed. 239 
(1930) and the cases following it, still 
stands. The only exception is income de- 
rived by California spouses from pre-July 
29, 1927 community property. Income from 
this type of property is taxable to the hus- 
band alone. 

Conversion of Separate Property into 
Community. Suppose you have separate 
property of the husband, or what we term 
in California “old” (pre-1927) community 
property. In either case, the property can 
be converted into “new” community with- 
out payment of gift tax. There are poten- 
tial income tax savings in such a reshuf- 
fling of property interests. Furthermore, 
unless I am wrong in what I said about gift 
taxes, the wife’s community interest can be 
transferred back to the husband at any 
time without gift tax. 

Such conversion of separate property into 
community should not be taken without 
consideration of all its consequences, prac- 
tical and legal. The wife through this 
means obtains a testamentary power she 
did not possess before. This entails tax con- 
sequences upon her death, but does not re- 
duce the taxes payable if the husband dies 
first. Through this means the parties may 
step into a tax which otherwise would not 
have been incurred. 

Income from property held by the spouses 
jointly or as tenants in common is divisible 
between them. Looking only at income tax- 
es, it is unimportant whether their respec- 
tive interests are separate or community; 
and, since income from community property 
is divisible, it is further unimportant 
whether the ownership of any given proper- 
ty is divided between the spouses, or held 
en bloc by the community. 


Commingling 
T)ROBLEMS arise when community and 
separate property become commingled. 
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The commingling may be such as to cause 
the whole to be regarded as community. 
(T. W. Costello, C.C.H. Dec. 14,367 (M), 
T.C., 1945; Wash.) In the ordinary case, an 
attempt must be made to allocate to sep- 
arate and community. property their shares 
of income in proportion to their respective 
contributions. (Lawrence Oliver, 4 T.C. 
684 (1945); Calif.) 


The familiar case is where the income is 
in part derived from separate property used 
in connection with a business on which 
community time and efforts are expended. 
Applying the rule announced in certain Cal- 
ifornia cases (Pereira v. Pereira, 156 Cal. 
1, 103 P. 488 (1909); Estate of Gold, 170 
Cal. 621, 151 P. 12 (1915)) it would appear 
that the separate property should be al- 
lowed a return appropriate to the nature of 
the business in which the capital is em- 
ployed and that all remaining income would 
be regarded as a reward for community en- 
terprise and industry. See Shea v. Commis- 
sioner, 81 F. 2d 937, 17 AFTR 445 (C.C.A. 
9, 1936); Guy C. Earl, 4 T.C. 768 (1945). 
It appears, however, that this is not exactly 
the rule which is followed by the Bureau. 
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In G.C.M. 9825, X-2 C.B. 146 (1931) it was 
held in substance that a fair return will 
first be allocated to capital, and then a fair 
value fixed for community services, and the 
remaining income, if any, will be divided in 
the proportions which the fixed return on 
capital bears to the fair compensation for 
services. This results in awarding to the 
separate property a higher return than if 
the rule announced in the California cases 
which I have referred to is followed. The 
Bureau formula was referred to in Todd v. 
Commissioner, 153 F. 2d 553 (C.C.A. 9, 
1945), where the Circuit Court of Appeals 
says that the Commissioner’s method of 
apportioning separate and community in- 
come is rational. 


There is no rule of thumb by which such 
an apportionment can be made, but the 
principles stated in the California cases and 
in the General Counsel’s ruling suggest 
methods of approach. Since the question of 
apportionment is primarily one of fact, it 
follows that under rules now prevailing the 
decision of the Tax Court in a case coming 
up from that tribunal is practically conclu- 
sive. Dobson v. Commissioner, 320 U.S. 
489, 88 L. ed. 248 (1943). 


Agreements Between Spouses 


T is competent for spouses in California, 

and I believe in most community proper- 
ty states, to make agreements affecting the 
status of their property. Such agreements 
have been given effect for income tax pur- 
poses. For example, in O’Bryan v. Commis- 
sioner, 148 F. 2d 456 (C.C.A. 9, 1945), in- 
come which. would otherwise have been 
community was made separate by agree- 
ment. In Jurs v. Commissioner, 147 F. 2d 
805 (C.C.A. 9, 1945), taxpayers’ wives 
waived their community interest in certain 
partnership income, and this was held ef- 
fective for tax purposes. There are numer- 
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ous cases upholding agreements between 
spouses that the income of one or the other 
or both is separate. See Martha L. Schoen- 
hair, 45 B.T.A. 576 (1941), an Arizona 
case, and Somerville v. Commissioner, 123 
F. 2d 975, 28 AFTR 4387 (C.C.A. 9, 1941). 


Undoubtedly the spouses by agreement, 
supplemented if necessary by conveyances, 
can affect the status of property, converting 
from separate to community and vice versa. 
However, an agreement merely that the in- 
come from separate property is to be com- 
munity has been held ineffective for income 
tax purposes. Florence v. Cruickshank, 23 
B.T.A. 493 (1931). 


Estate Income 


T was held in a case coming up from 

Washington, Commissioner v. Larson, 
131 F. 2d 85, (C.C.A. 9, 1942), that in- 
come during probate was not divisible be- 
tween the widow and the deceased hus- 
band’s estate, although the property was 
all community. The ground of the decision 
is that in Washington the executor takes 
title to the property, all of which, though 
community, is subject to administration at 
the husband’s death. It has been generally 
assumed that this rule applied also in Cal- 
ifornia, but the Circuit Court of Appeals 
for the Ninth Circuit in a recent case, Bish- 
op v. Commissioner, 152 F. 2d 389 (1945), 
held that the Larson case is dependent on 
the proposition that in Washington the 
personal representative takes title, and that 
a different rule prevails in California, 
where he does not take title. The result is 
that in California, income is divisible be- 
tween the husband’s estate and the widow. 
In apparent accord is the recent decision 
in Henderson’s Estate v. Commissioner, 
155 F. 2d 310 (C.C.A. 5), a Louisiana case. 


I think the Ninth Circuit decision is 
wrong and that the result does not de- 
pend upon who holds the technical title. 
The crux of the matter is that in Califor- 
nia, as I believe in the community states 
generally, upon the husband’s death the 
entire community estate is subject to ad- 
ministration. It is necessarily treated as a 
unit for the purpose of paying. debts and, 
since 1942, taxes levied upon the entire 
community estate, including the interests of 
both spouses. The estate being subject to 
administration as a unit, it is difficult to 
see how the income during probate can be 
divided, particularly since it is not ascer- 
tainable until the conclusion of probate 
what the widow’s community share of prin- 





cipal or income is, or whether she will re- 
ceive anything. 


A practical suggestion about the income 
from estates, whether community or not, 
may not be out of place here. Suppose you 
have an estate producing a large income. 
If the property is community, the Bishop 
case indicates that the estate income is di- 
visible between the estate and the widow. 
I would suppose that unless the local law 
permits distribution of the income, it is 
taxable to the estate. Suppose near the end 
of the year you find that income has been 
received which will not be required for the 
purpose of paying debts, taxes, etc. It 
seems feasible to obtain an order for par- 
tial distribution, whereby the court would 
determine that the share of income attribu- 
table to the widow’s community half is dis- 
tributable to her. Since estate income which 
is properly distributed is taxable to the 
recipient, it seems to follow that a division 
of the tax burden between the widow and 
the estate could be lawfully effected in this 
manner. The principle involved—distribu- 
tability of income pursuant to state law— 
is applicable anywhere and in community 
states is not limited to income distributable 
to the widow. 


Gain or Loss 


N James V. Waters Estate, 3 T.C. 407 

(1944; Acq.), involving the estate of a 
California decedent who died prior to the 
effective date of the 1942 Act, it was held 
that the basis for loss or for depreciation 
on the widow’s community share is its ad- 
justed cost to the community, not the value 
at the husband’s death. A _ recent spe- 
cial ruling of the Bureau, C.C.H. Par 6232, 
issued May 1, 1946, says the Waters case 
applies, that the widow’s basis is the cost 
to the community, even in the case of a de- 
cedent dying subsequent to October 21, 
1942. 


I have difficulty in accepting this ruling. 
When the former ruling was promulgated, 
community estates were divisible for tax 
purposes. Under the 1942 Act the entire 
community estate is taxed at the husband’s 
death. This should establish a new cost ba- 
sis as to all property of the estate, includ- 
ing the surviving widow’s community half. 
The question is an open one and the con- 
trary rule might well be contended for by 
a taxpayer who would be benefited by ob- 
taining a higher basis, predicated upon 
values upon which taxes were paid at the 
husband’s death. 


Conflict of Laws 


NHOSE of you from non-community 
‘| states may be operating partially un- 
der a community system, whether you are 
conscious of it or not. This is because of 
the fact that where spouses residing in a 
community state acquire property there, 
that property and its proceeds are com- 
munity wherever they go. It follows, there- 
fore, that the income from such property, 
or from the reinvestment of it, is commu- 
nity. Although exhaustive researches by 
our Chambers of Commerce indicate that 
no one has ever been known to leave Cali- 
fornia, there are cases involving the re- 
moval by spouses from, for example, Texas 
to Missouri, Johnson v. Commissioner, 88 
F. 2d 952, (C.C.A. 8, 1987); s.c., 105 F. 
2d 454, cert. den. 308 U.S. 625; later case, 
same taxpayer, W. D. Johnson, 1 T.C. 1041 
(1943), app. dism., 139 F. 2d 491. 


This problem may also arise because of 
the fact that if spouses are domiciled in a 
community state the income derived from 
their earnings, wherever the services are 
performed, is community. The fact, there- 
fore, that a person may be performing serv- 
ices and earning money in a non-communi- 
ty state isn’t necessarily conclusive as to 
whether those earnings are community or 
not. That fact may depend on where the 
parties actually reside. 


If upon some theory, property found in 
a non-community state or money earned 
there is community, the privileges and the 
limitations of the community status attach. 
This may have an important bearing on 
dispositions of the property which the hus- 
band, or the wife, is authorized to make. 
In preparing wills and trusts, it may be ne- 
cessary to take this elusive factor into ac- 
count. 
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HOW TO GET MORE TRUST BUSINESS 


A Modern New Business Program for Trust Companies 


ALLAN HERRICK 
Manager, Advertising Department, Security-First National Bank of Los Angeles 


HE man we hope to reach with our 

trust message finds life very complex 
today. More demands are made upon his 
time, interest and energy than in years 
gone by. Consequently, if we are to reach 
him with our trust story, our campaign 
must be planned with greater care, parts 
must fit together more perfectly and the 
pressure behind the campaign must be 
more evenly sustained. Here then is a 10- 
point program that may help us to avoid 
pitfalls and failure. 


1. Know Your Place In The Trust Field 


Glancing over the steadily mounting to- 
tals shown on our fiduciary report, we may 
well find ourselves in a state of self satis- 
faction, even elation, over the progress we 
are making. But a comparison with the 
growth being made by others in the same 
market may prick our bubble of satisfac- 
tion very quickly. 


The annual reports of the Comptroller of 
the Currency give very meagre trust infor- 
mation for purposes of comparison. Some 
of the state reports are excellent, however, 
and enable the operating trust company to 
chart from year to year the growth of all 
the fiduciary institutions in the area. More 
complete and. helpful than any of these, 
however, are the periodic studies of the 
probate records made by bankers associa- 
tions, private institutions and trust pro- 
motion agencies. Two such studies have 
been made in California, the one completed 
in 1938 by a committee under the chairman- 
ship of Howard H. Rolapp, being specially 
valuable. This study gave California banks 
a clear picture of their place in the estate- 
settlement field, the speed with which pro- 
bate work was being conducted, the prices 
being charged, and the share of the market 
being obtained by corporate fiduciaries, 
laymen, lawyers, and the public adminis- 
trator* 


From address before 20th Pacific Coast & 
Rocky Mountain States Trust Conference, 
Aug. 7. 


*See June 1940 Trusts and Estates 649. 


All these studies show clearly that the 
market for trust services has barely been 
touched, that millions upon millions in de- 
sirable new business await only our effort 
to obtain it, and that the opportunities for 
growth and progress on the part of cor- 
porate fiduciaries are almost unlimited. 


2. Know What The Public Is Thinking. 


Only a _ scientifically conducted public 
opinion survey can accurately mirror pub- 
lic thinking regarding our work and our 
services to society. Fortunately such sur- 
veys are now becoming common, and their 
use is entirely practicable for individual 
trust companies in most cities. Nation-wide 
or state-wide surveys, as conducted by 
banking organizations, are good, but the 
survey made by the individual bank, asking 
the questions most pertinent to it, is best 
of all. Ask the people in your community, 
‘Where would you go for the settlement of 
an estate?” “How much do trust companies 
charge for their work?” or “Which bank 
in town has the best trust service,” and 
you may get a real surprise when the an- 
swers are tabulated. 

Well conducted surveys by experienced 
people require few calls. In our bank, to get 
an accurate sample of the thinking in Los 
Angeles County, we began with surveys re- 
quiring 1000 personal interviews. Later we 
reduced the number to 500. All interviews 
are carefully classified as to income, age, 
sex, and location, in order to properly cross- 
section the Census figures. Today we use 
only 400 calls. In the several surveys we 
have made for a variety of purposes, with 
a dozen or more questions asked each time, 
none of the answers has ever been changed 
beyond the first 400 calls recorded. What 
you will most likely learn from your survey 
is that today’s public has never heard of 
your 50 year old institution, its fine rec- 
ord, history and traditions. And if the man 
on the street even knows that you settle es- 
tates, you will be fortunate. 


3. Study Your Company’s Background. 
Of paramount importance, before a new 


trust campaign is instituted, is a study of 
the bank’s own background, its successes, 





achievements and failures. Where has the 
business come from that has built your 
Trust Department to its present size and 
strength? Through lawyers? Life insur- 
ance men? Officers and members of the 
staff of your banking department? Or have 
you been particularly successful in reach- 
ing the general public through mass ap- 
peal? Normally it is folly to neglect those 
forces that have done the best for you in 
the past, and embark on a new and unchart- 
ed course. Yet new conditions face us, and 
it may be that trust opportunities in your 
locality and your survey will lead you to 
the belief that you should now reach wholly 
new fields neglected in the past. In that 
case, you will need a completely new ap- 
proach. 


4. Plan an Individual 
Your Bank 


In every city there is a difference in back- 
ground, history and tradition of the various 
trust institutions. The individual adver- 
tising campaign should be built around 
them, emphasizing the strong factors that 
exist in your corporate set-up. 


Your new campaign also should have a 
specific objective in line with the operation- 
al policies of your company. What results 
do you expect from the campaign? New 
will appointments? Living trusts? Immedi- 
ate fee business of other types, or perhaps 
corporate trust business? The “Oh, we 
want all kinds of trust business’? approach 
is seldom successful. Just as the student in 
school must have a major interest, so too 
must the trust company in planning its new 
business program. Select the leader among 
your services. Build a campaign around it, 
and as it is successful, gather to it as many 
affiliated services as possible. If energy and 
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enthusiasm are scattered on too great a 
variety of interests, none will succeed. 


5. Select Your Message to Fit Your Mar- 

ket. 

When we decided to enter the field of 
small estates two years ago, we were sure 
from our studies that the man with a small 
estate was not well informed. So we planned 
an educational message with five simple 
points: 

1. The news that we would settle an es- 

tate as small as $1000. 
. A list of the services we performed as 
executor or administrator. 

3. A table of our charges. 

. A statement of how we worked with 
the attorney. 

. A cordial invitation to come in and 
see us. 

We presented this 5-point message almost 
unchanged, in various mediums, over a pe- 
riod of nearly two years. We felt that it 
would take at least this time to inform any 
reasonable portion of our market on the fa- 
cilities we had to offer. The. results were 
extremely good, leading us to feel that our 
initial planning had been sound. However, 
had our objective been a different one, if 
we had sought to obtain larger estates, or 
to have worked primarily through attorneys 
er insurance men, we are sure our message 
would have been unsuited to the market. 

6. Select Media to Fit Your Campaign. 

The nature of your campaign will deter- 
mine the media to be used. In our Small 
Estates program: we used media we had 
never before employed. We went into clas- 
sified-want-ads. We felt that this space 
would reach a new group, and would also 
bring home to people the popular character 
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of the service. We felt the same way about 
the radio, the use of which proved starting- 
ly effective in the first few weeks of our 
campaign. Other media we used, inserts, 
posters, newspapers, etc. were also good in 
reaching the field we proposed to enter. We 
kept out media reaching only the higher 
income brackets. 


7. Secure Cooperation from the Bank 
Staff. 


A general new business campaign, the 
knowledge of which is restricted to the per- 
sons actively engaged in it, is almost cer- 
tain to fail. All new business effort is of a 
dual character. First, Advertising to reach 
the prospect and inform him of the service 
offered, and second, Promotional Effort 
within the organization to seli the prospect 
when he becomes interested in the service. 
Except in an acute seller’s market, a cam- 
paign which neglects either one of these 
two essentials is almost certain to fail. So 
important is this dual nature of new busi- 
ness effort that it is very unwise to begin 
an advertising campaign unless you are 
certain that you can maintain sustained 
promotional effort behind it. 


The first step in this is to inform the 
largest possible group of people within your 
organization of the plans you have in mind. 
In our Small Estates campaign we went to 
extreme lengths along this line. We sent 
copies of all the new literature in proof 
form to all department heads and branch 
managers. We got the finest kind of re- 
sponse in the way of suggestions and coun- 
sel and as a by-product secured also the 
good will and interest of these groups.“We 
arranged for branches to receive a share 
of the profit from the new business ob- 
tained, as these profits materialized. We 
arranged a training school where members 
of the staff could spend a few days learning 
trust operations at first hand. And when 
we were ready with our campaign, we made 
a complete presentation to top management, 
winning enthusiastic support from this 
quarter before any advertising was placed. 
Too many people were interested and think- 
ing about the campaign, too many had a 
stake in its success for it to fail. 


8. Keep Accurate Records of New Busi- 
ness Obtained. 


Keep accurate new business records and 
make figures available as soon as possible 
after the close of every month. Nothing 
kills a new-business campaign as quickly 
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as ignorance on the part of the staff as to 
how it is going. 


9. Keep Close to Your Selling Personnel. 


If you are responsible for the advertis- 
ing of your’ new campaign, keep in constant 
touch with your selling personnel. Keep ask- 
ing questions of the men in the field and at 
the counter. What did the prospect say? 
Where did he hear about you? What was 
his purpose in coming? Did he see our ad- 
vertising? What advertising? Keep improv- 
ing your plans in line with the suggestions 
you receive from the selling personnel. 


10. Plan Adequate Rewards. 


Many an advertising campaign shows 
early spectacular growth and then promptly 
dies on the vine. Frequently this situation 
results from failure to provide adequate 
rewards for those who make special effort 
to insure the campaign’s success. Human 
nature is such that people cannot continue 
month after month to exert. special effort 
when no rewards, tangible or intangible, 
are forthcoming. Increased salary, advance- 
ment, commendation, promotion and im- 
provement in official status for those who 
do outstanding work for your Trust De- 
partment are an integral part of any new- 
business campaign. 


Our Small Estates campaign, not perfect 
in many details, but with a sincere effort 
made to cover reasonably well the 10 points 
mentioned here, brought us in one year a 
100% increase in the dollar volume of new 
trust business. It is bringing us now every 
60 days, as much will business as we used 
to obtain in an entire year. 


There are departments of banks which in 
recent years have had to face a continually 
narrowing future. Volume and profits have 
declined and clouds upon the horizon indi- 
cate still greater difficulties ahead. No such 
outlook, however, is faced by the trust de- 
partments of the country. With them the 
future beckons. Business running into the 
billions awaits only their sincere and sus- 
tained effort to obtain it. In the handling 
of estates they offer their respective com- 
munities a better, safer, more efficient, and 
we hope, more friendiy and sympathetic 
service than others in this field. With such 
an outlook, new-business campaigns of real 
magnitude can be undertaken with genuine 
assurance that results will amply justify 
the investment required. 


= 
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CATCHING UP WITH THE “AMERICAN RADICAL” 


JULIAN S. MYRICK 


Second vice president, Mutual Life Insurance Company of New York; 
Chairman of the Board, American College of Life Underwriters 


Excerpted from June 1946 Life Association News 


HREE years ago President James B. 
"Same of Harvard University wrote 
an article for The Atlantic Monthly maga- 
zine, entitled, “Wanted: American Radi- 
cals,” in which he called for an end to “in- 
herited privilege” by legal confiscation of 
all property once during each generation 
through “really effective inheritance and 
gift taxes and the breaking up of trust 
funds and estates.” 


Shortly after publication of the article, I 
gave a talk before the Boston Chapter of 
Chartered Life Underwriters, pointing out 
that the hot breath of Dr. Conant’s “radi- 
cal” already was upon us; that under the 
then current Federal Income and Estate 
Tax rates there no longer was an oppor- 
tunity, starting from scratch, to create a 
competence for one’s family by the stan- 
dards of yesterday. 


There was a war yet to be won when these 
tax rates were in effect, and there was every 
reason why taxes and more taxes should 
be levied in order that we might pay at 
least a part of the bill as we went along— 
just so long as those taxes weren’t imposed 
for the purpose of social reform and didn’t 
interfere with a man’s obligation to leave a 
fair, living competence to his widow and 
children. 


But today—a year after final Victory— 
the personal tax picture is substantially 
unchanged. The Federal Income Tax rate 
has been lowered somewhat, to be sure— 
and for good reason—but the rates are still 
so high that it is practically impossible for 
anyone to build even a modest estate for 
the support of himself and family in old 
age or sickness out of earned income. The 
Income Tax hits us every year, and is there- 
fore uppermost in our minds—even in an 
election year. But the Federal Estate Tax 
rate remains as high as ever, for, of course, 
estate taxes are payable after we’re gone 
and cannot vote. And there has been no 
change whatever in the gift tax rate. The 
situation today is pictured in the table on 
the next page. 


The conclusions to draw from all this are 
obvious: 


1. The “American radical”’ is still beating 
his chest in Washington with good effect. 


2. At the present tax rate—and opti- 
mistically conceding no increase in the 
years to come—he’ll probably attain his 
“legal confiscation” goal in two or three 
generations from now. 


3. At the present Income Tax rates the 
young generation has no chance of accumu- 
lating any reasonable capital on which any 
Estate Tax can operate. 


4. It therefore becomes the duty of all 
of us: (a), to combat his (the radical’s) 
influence through the democratic processes 
still available to us, and (b), while hope- 
fully awaiting results, to set up the most 
effective defense possible for the protection 
of our families. 


The best defense I know of at present is 
adequate life insurance. Yet if life insur- 
ance is to be properly used not only to pro- 
vide necessary income for our wives and 
children, but also to provide ready cash with 
which they may pay those Estate Taxes— 
then here, too, it’s time for a change. 


The social and economic advantages of 
life insurance in protecting the home, the 
aged and the business through its indem~’- 
fying feature is of great importance, nut 
only to the individual but to the state and 
Federal governments as well. The Income, 
Gift, Estate and Inheritance Taxes, in both 
Federal and state governments, should not 
only give life insurance an even break in 
comparison with a man’s other possessions, 
but should be so fixed and so administered 
as to encourage the widest possible owner- 
ship of life insurance. The more state and 
national governments do to encourzge men 
to provide for themselves and their fam- 
ilies through the ownership of life insur- 
ance, the less such governments will have 
to pay from their treasuries in relief ex- 
penditures in the future. 


Specifically, there appears to be a sound 
basis for the suggestion made by Senator 
Bridges of New Hampshire, that a deduc- 
tion for life insurance premiums should be 
allowed in calculating Income Taxes. 
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There are many who believe that the re- 
cent exclusion of $40,000 of life insurance 
from Estate Tax should be restored imme- 
diately, if not increased to $100,000 due to 
the decrease in interest earnings. Other- 
wise, the Government would be in a posi- 
tion of giving with one hand while taking 
with the other. 

In addition the so-called Lonergan 
Amendment, twice passed by the United 
States Senate, would have provided that 
life insurance specifically earmarked to pay 
Estate Taxes, should not be included in the 
taxable estate. This measure should be re- 
introduced and passed by both houses. This 
would not only help to save our estates from 
“legal confiscation,” and thus effectively 
thwart the “American radical,” but it 
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would assure the Treasury of its tax revenue 
no matter what the structure of the estate. 


I closed my talk in Boston with a thought 
that may bear repeating: 


“The progress of this great and enduring 
Country of ours has been based upon one 
thing and one alone: The will to work and 
to save and to provide security and freedom 
for the family. And freedom is not only a 
right but a hard-won heritage which con- 
stantly must be fought for to be preserved. 
If we, ourselves, are to be denied by law 
the privilege of providing security for the 
family, then others must provide it. And 
every time people accept a guarantee of 
security from others, they surrender an 
equal amount of freedom.” 








Annual 
Earnings 


Values of Es- Before Pay- 
ment of 
Income 
Taxes 


No. of Years 
to Build 
Estate 


Net Es- 
tate De- 
sired 


tate Before 
Payment of 
Estate Taxes 


Amount 
Availabie 
For Living 
Expenses 


Amount 
Required 
to Create 

Estate 


Amount of 
Income 
Taxes 


CREATION OF A $50,000 ESTATE 


10 Years 
20 Years 


50,000 $ 
50,000 


50,300 §$ 
50,300 


7,500 $ 
7,500 


1,217 
1,217 


5,030 
2,515 


1,253 
3,768 


10 Years 
20 Years 
10 Years 
20 Years 


50,000 
50,000 


50.300 
50,300 
50,000 50,300 15,000 3,806 5,030 
50,000 50,300 15,000 3,806 2,515 


CREATION OF A $100,000 (OR LARGER) ESTATE 


100,000 $ 107,000 $ 85,000 $ 51,500 $ 10,700 
100,000 107,000 32,000 13,500 5,350 
250,000 320,000 600,000 497,000 32,000 
250,000 320,000 190,000 141,000 16,000 
500,000 700,000 1,270,000 1,079,000 70,000 
500,000 700,000 550,000 453,000 35,000 
1,000,000 1,530,000 2,130,000 1,827,000 153,000 
1,000,000 1,530,000 1,075,000 909,500 76,500 


10,000 
10,000 


1,949 
1,949 


5,030 
2,515 


3,021 
5,536 
6,164 
8,679 


22,800 
13,150 
71,090 
33,000 
121,000 
62,000 
150,000 
89,000 


10 Years 
20 Years 
10 Years 
20 Years 
10 Years 
20 Years 
10 Years 
20 Years 


Assumption that taxpayer is married with no dependents. Income Taxes include Federal In- 
come, and N. Y. State Income. 








NEW C.L.U. JOURNAL 


Announcement will be made shortly of the 
inauguration of a quarterly publication by the 
American Society of Chartered Life Under- 
writers. Emphasis will be on the professional 
and technical subjects rather than on sales, 
and will feature articles on estate analysis and 
planning, cooperative relations with other pro- 
fessional groups. Walter A. Craig is chairman 
of the editorial board which expects to pub- 
lish the first issue before.the national life in- 
surance convention this September. 





TRUST INVESTMENT UNDER REVOLUTION 


HENRY L. GREER 
Vice President, The Fifth Third Union Trust Company, Cincinnati 


HERE are some fundamental truths in 

human relations and some basic con- 
cepts that regulate human adjustments. 
Let’s formulate a few and relate them to 
the problem of trust investment policy in 
a period of radical change: 


1. Production is necessary if we are to 
have consumption. 


. Personal incentive must exist to in- 
duce production. 

3. The less successful envy the more suc- 
cessful and try to force the stronger 
to carry the weaker. 

4. Power corrupts. 

. The more highly developed a society 
becomes the more parasites it must 
support. 

These forces exist in all civilizations but 
usually their action on social forms is grad- 
ual and they tend to counteract each other. 
Occasionally when a disbalance of forces 
occurs it produces rapid and violent change, 
or a series of changes, which constitute 
revolution. 


Income Held Secondary 


OW to tie all this into the problem of 

trust investment. Investment is the 
employment of money to obtain a regular 
income return as high as is consistent with 
the preservation of principal. Trust invest- 
ment is the same thing with the added con- 
ditions that it is for someone else and that 
it must be accomplished within restrictions 
set by law and the trust instrument. Court 
decisions have held trustees responsible 
generally for the maintenance of the prin- 
cipal value of the trust so that income be- 
comes secondary. It has become so second- 
ary that some trustees have tended to dis- 
regard it almost entirely, holding that they 
legally protect themselves by producing at 
the termination of a trust the same number 
of dollars originally entrusted to them. 
Since they receive no compensation, and 
scarcely credit, for getting anything more 
than the rate on short governments for the 
beneficiary, why should they take any risk? 
Such an attitude in practice denies the pur- 

From address before American Institute 

of Banking Convention, June 1946. 


pose of a trust. If “regular income” means 
anything it implies income sufficient con- 
tinuously to purchase approximately the 
same amount of goods and services that 
could be bought with the income at the time 
the trust was created. 


Property is of two general types—con- 
tracts (bonds, leases, etc.) or outright own- 
ership (stocks, partnership interests, real 
estate, etc.). Because contracts are definite 
and at least theoretically enforcible, they 
have always, and I believe properly, been 
favored for conservative investment. Pro- 
vided the value of money didn’t undergo 
sudden and violent changes, intelligently 
selected contracts could produce an income 
equal to the average rate on money and a 
bit more. 


All the foregoing presupposed a stable 
or gradually expanding economy under a 
government which accorded substantial pro- 
tection to the ownership and use of private 
property. The “social-compact,” that writ- 
ten and understood relationship between 


citizen and citizen, and the relationship 
of citizens to their government was an es- 
tablished state of affairs universally under- 
stood and not subject to sudden change. 


Attitude Toward Savers 


OCIETY the past fifteen years, however, 

has shown a tendency to alter the rela- 
tionships which exist between different 
groups in society and between parties to 
private contracts. 


Savers and enterprisers, in fact all peo- 
ple who had any capital to use, were in se- 
rious disrepute for a number of years prior 
to the war. Suddenly the attitude had to 
be reversed when it was discovered that 
frugality and the support of the Govern- 
ment Bond Market were essential to the war 
effort. The saver was suddenly lifted up; 
he was patted on the back and brought 
forward as the hero of the day. 


The government’s attitude toward savers 
is shown in the brazen proposals and laws 
enacted to manipulate the value of money. 
Forbidding the individual to own gold is a 
frank admission that at times it may be to 
the advantage of the saver not to own con- 
tracts. When the government has publicly 
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announced that it plans to juggle the rights 
under contract if not the actual terms, an 
investor is offered very little in the way of 
long term assurance that the real amount 
of his investment will be paid back to him 
or that the income which he is promised 
will buy anything like what he has a right 
to expect. 
Property Rights Under Fire 


E are exploring whether we are going 

through a revolution. Both freedom 
and property rights are undergoing funda- 
mental modification. Restrictions on what 
you may do with your money; what you may 
buy and what you may pay for it; what you 
may earn (after taxes) or, if you are a prop- 
erty owner or manufacturer, what you may 
charge for your product; whom you may 
hire and at what price; what rent you may 
charge and even restrictions on what part 
of your profits, if any, you may leave in the 
business, are a substantial curtailment of 
freedom. 

The phrase “to provide for the public 
welfare” has been exalted to cover every 
concept of what constituted public welfare 
that any temporary majority wished to 
promote. As a result the dollar saved from 
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a citizen’s earnings in a day, which used 
to mean command of any of the world’s 
goods to the extent of one dollar’s worth, 
now means command of property within 
very restricted limits. 


You can find yourself in an equally com- 
plicated position with regard to property 
which you already own or for which you 
are Trustee. Modification of zoning ordi- 
nances and building codes within a city are 
an example of liabilities that can accrue 
and impair values. The practice in most 
cities has been to institute such changes 
on a gradual basis and with an attempt at 
the maintenance of balance between the in- 
dividual property owner and the communi- 
ty. On a national scale, however, laws af- 
fecting the use of property and the activi- 
ties of individuals handling property have 
been enacted which have substantially af- 
fected values. The kind of measures which 
have been adopted in recent years try to 
prevent individuals from acting in what 
they believe to be their own self-interest be- 
cause another group of the citizenry would 
prefer to have them act differently. It is 
not a matter of protection against indivi- 
duals who are seeking their own self-inter- 
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est and by so doing would imperil or en- 
danger others where they have no means of 
protection. Our revolution today is along 
the lines of forcing individuals, groups and 
companies to continue to perform services 
and provide the goods which we demand on 
our terms instead of theirs. 


Alternatives? 


F contracts have been vitally impaired 

and the rights of owners curtailed, how 
are either bonds or stocks suitable for trust 
investment? The answer probably is that 
they are not as suitable as they once were. 
There is no alternative to contracts or out- 
right ownership as forms of investment, 
hence bonds and stocks must continue large- 
ly to make up trust portfolios. Intelligence in 
administration must try to make up for 
fundamental safety factors which used to 
exist in a free economy with a uniform and 
stable interpretation of laws. 

Simply stated policies I would advocate 
for investors of trust funds are: 


1. Bend every effort toward ending this 
era of revolution. Stop believing in 
social , schemes that are attractive 
merely because they are new. 

. Favor any measures which should in- 
crease total production, for without 
high production from each person 
there cannot be high level consump- 
tion. 

. Keep in close touch as trustees charged 
with looking after others’ money with 
trends, so that administrative intelli- 
gence may make up for some of the 
legal and social protections which 
have been taken away from property. 


. Keep a firm grip on basic fundamen- 
tals that exist in all societies so that 
you will not be swept away in your 
thinking by what may be only tem- 
porary. 

. Don’t forgo ownership of all contracts 
but keep bonds of higher quality than 
ever before. If you want to hedge revo- 
lution and inflation with stock owner- 
ship, pick stocks of top-grade com- 
panies and those which perform fun- 
damental services for the people. It 
may also be wise to divide stock hold- 
ings between the very large and rela- 
tively small. The first have the impor- 
tance that goes with size and the lat- 
ter have flexibility. 

). Have the courage to do with funds in 
your care what you believe should be 
done with them, and don’t merely build 
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a legal defense; and don’t be petrified 
into inaction in the face of variation 
from the conventional. Copying stan- 
dard patterns won’t work. Fundamen- 
tals will still prevail, however, in a 
chaotic period. Your job is made more 
challenging and hence more worth- 
while. 


Reviews Kansas Trust History 


The history of corporate fiduciaries in 
Kansas, beginning with the original trust 
company law passed in 1901, was reviewed by 
John E. Kirk, vice president and trust officer, 
National Bank of Topeka, at the 26th annual 
meeting of the Trust Division of the K.B.A. 


The first trust company, Banking Trust Co. 
of Kansas City, was organized April 26, 1902. 
National banks entered the fiduciary field after 
the enabling amendment to the Federal Re- 
serve Act in 1918. It was not until 1931, how- 
ever, Mr. Kirk pointed out, that state banks 
were empowered to act in fiduciary capacities. 
There are now five trust companies, nine state 
banks and 34 national banks qualified to exer- 
cise trust powers in Kansas. 


THE RETAINER FEE 


AS AN INVESTMENT 


When it is understood that the moder- 
ate fees of professional investment 
counsel are deductible under current 
federal income tax laws, they become 
a modest consideration indeed for the 
service rendered. 


Considering the fee as an actual part 
of the investment fund itself, it assumes 
the proportions of a plus-value security 
paying well over average returns. 


Our helpful booklet on managing in- 
vestments tells many more ways in 
which professional counsel pays. If ad- 
ministering substantial funds, write for 
it on your letterhead, without obligation. 


SHERIDAN, FARWELL 
& MORRISON, Inc. 


8 So. Michigan Avenue, Chicago 3 
Telephone State 2351 
CORRESPONDENTS 


Comey & Company, Cleveland 
Laurence Boothe & Co., Los Angeles 


INVESTMENT COUNSELLORS 
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NET INCOME OF LEADING CORPORATIONS FOR THE HALF YEAR 


Net Income is Shown as Reported — after Depreciation, Interest, Taxes, and 
Other Charges and Reserves, but Before Dividends 
(In thousands of dollars) 


. Net Income Per 
No. Half Year Cent 
1945 1946 Changet+ 


of Cos. Industrial Groups 
$37,242 $56,461 +51.6 


ESET 
18 Pulp and paper products 8,513 18,059 ae 
29 .Chemicals, drugs, etc... +—s-—-: 76,840 117,447 +52.8 
15 Petroleum products 167,327 — 6.1 
15 Cement, glass and stone 23,008 + 25.4 
26 Iron and steel 69,392 —i1.0 
8 Electrical equipment = === d-4,815 —_. 
25 Machinery Rea 10,403 + 7.5 
26 Autos and equipment : d-20,746 — 
47 Other metal products 49,339 + 5.2 
52 Miscellaneous mig... = = = == 104,761 +78.8 
286 Total manufacturing ___ 590,636 
23 Mining and quarrying _........---_-- ' 22,907* 
23 Trade (whol. and retail) : 33,863 
12 Service - ray 2 A ho ee 17,056 
345 Total eared eel a $664,462 
d-Deficit. 


‘Before depletion charges in some cases. Increases or decreases of over 100‘; not computed. 
Courtesy National City Bank of New York Letter—August, 1946. 
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fulldress pamphlet on this subject was PITTSBURGH'S 


in early 1937. : 
OLDEST TRUST 


Today it is Major Angas’ belief that 


the market rate of interest is entering 
a now cyclical trend ... and that the 
change will be very rapid, not gradual. COMPANY 


Although few agree, at the time, with 
most of Major Angas’ economic fore- 

casts, occasionally they have proved ESTABLISHED 1867 
startlingly right in the past, and also 


well-timed. 
Read Major Angas’ analysis of the PEOPLES FIRST NATIONAL 


facts on which this conclusion is based. 


. and disagree if you want to. But 
remember that if interest rates do 
suddenly rise (despite official plans to 
keep them low) the whole of the capi- BAN K & TRUST COM PANY 
tal market will suffer dislocation and 
a shock ... with bonds, stocks, rents, 

e 


and real estate moving rapidly. 
The price of the essay (4000 words) entitled 
“WHY BUSTS ALWAYS FOLLOW IN- Member 
FLATIONARY BOOMS” is $2 
No banker or real estate dealer should fail to ——, 
read this provocative essay. Two other essays Insurance Corporation 


will also be sent gratis, namely “The Future of 
Interest Rates” and “The Outlook for Gold “ 


and Gold Shares” 


MAJ 0 570 Lexington Avenue ANGAS 


New York 22, N. Y. 
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Federal Deposit 
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Five Advantages of 
Prudent Man Rule 


DVANTAGES of the “prudent man 
rule” over the “legal list” type of re- 
strictions on investments were discussed 
by Dr. Jules I. Bogen, editor of the Jour- 
nal of Commerce, before the annual meet- 
ing of the National Association of Mutual 
Savings Banks, held in New York. Inade- 
quacies of the present “legal list” system 
were summarized as: 

“1. Failure to keep pace with a dynamic 
economy, in which new industries are con- 
stantly coming to the fore while older ones 
may suffer contraction. 

2. Any standard for the selection of 
groups of securities and individual issues 
will become obsolete, as conditions change. 

3. Experience under the legal list during 
the depression of the ’30s, which provided 
an acid test for any investment policy, left 
much to be desired. 

4. A legal list tends to favor investment 
in obligations of older industries, the very 
ones that are vulnerable to adverse econom- 
ic changes over the long run. 

5. Fostering passive portfolio manage- 
ment by individual institutions, since there 
is no incentive to analyze new investment 
opportunities outside the list.” 

In his discussion of alternatives Dr. Bog- 
en remarked that the other extreme of 
purchasing exclusively long-term Govern- 
ment bonds, practiced by some banks dur- 
ing the War, tends to invite nationalization. 

Another alternative to the legal list men- 
tioned as unfavorable was the use of rat- 
ings, as is done by the commercial banking 
system. To quote Dr. Bogen, “Experience 
shows that market behavior would be sub- 
stituted for sound judgment. Ratings tend 
to rise in periods of prosperity, and be low- 
er in periods of depression. Thus, the legal 
list would be broadened at a high price lev- 
el, where the risk of loss is actually great- 
est.”’ 

The proposal of the application of a 
yield test in lieu of the legal list was also 
viewed unfavorably as such a test substi- 
tutes market behavior for judgment and 
lowers the possibility to invest when prices 
are low, rather than when they are high. 
The prudent man rule, he noted, allows 
“freedom to invest in periods of relatively 
‘ow bond price, to maintain a more liquid 
position at other times ... and to provide 
capital to newer industries, ... so they can 
make a fuller contribution to economic de- 
velopment.” 
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Practical Assistance 
to Institutions in 
the Solving of Their 
Investment Problems 


Today’s changing markets call for 
all available aid in the solving of 
the many investment problems 
which constantly confront banks, 
insurance companies and other 
large institutional investors. That 
we are fitted to render a compre- 
hensive service has been proved 
by our many years of successful 
experience in this field. 


Our staff members are familiar 
with all types of securities and 
are able to provide basic facts, 
when needed, concerning current 
security markets. Moreover, 
through the facilities of our 91 
strategically located offices—inter- 
connected by direct wires—we are 
able to obtain these investment 
facts promptly. 


Should you require such a practi- 
cal and comprehensive service, we 
would be happy to discuss your 
problems with you in person on a 
confidential basis. 
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MERRILL LYNCH, 
PIERCE, FENNER & BEANE 


Underwriters and Distributors of 
Investment Securities 


Brokers in Securities and Commodities 
70 PINE STREET 
NEW YORK 5, N. Y. 
Offices in 90 Cities 
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Real Estate Financing Banks and trust companies expanded their 
share from 19% during the first half of 1945 


Real estate financing in the nation climbed to 24% this year and mutual savings banks’ 


to $4,788,000,000 for the first half of 1946, ‘tals went from 3.5 to 4.8%. 
slightly more than the total for all of 1941 Estimates of non-farm mortgages of $20,- 
which was the last pre-war year. The Janu- 000 or less recorded in local communities dur- 
ary-June figure was 87% greater than in the img the first half of 1946, according to the 
similar period of 1945. Federal Home Loan Bank Administration re- 
ports, were: 

Among factors contributing to this rise, Number Amount Percent 
which gained speed about a year ago, are the Savings and loan 
continued market demand for existing houses, ' ee area ye ee oe 
a sharp increase in new home building at as- armel a ers ee 
cending costs, further rises in real estate companies ...................._ 267,996 1,161,504,000 
prices as reflected in larger loans to finance Mutual savings banks. 45,144 230,117,000 
purchases of properties and a growing num- + ont eadiiner ee neers 
ber of high percentage loans on homes being institutions ................... 118,372 535, 
made under the G.I. Bill of Rights. Total —.................- 1,198,462 $4,787 


586,000 
,971,000 100.0% 





INFORMED ACTION IS THE KEY TO SUCCESSFUL INVESTING 








= For Dependable, 
Tax-Free Income 


In the prevalent quest for security and for 
permissible relief from burdensome taxation, 
it is not surprising that state and municipal 
bonds have been accorded broader recognition. 
Long favored by institutional buyers for their 
demonstrated security, these bonds recently 
have become the object of new demand by 
individuals to whom tax exemption under ex- 
isting Federal laws is an important consideration. 
Still, many investors remain not fully acquainted 
with the merits of municipals — investors 

for whom these bonds have special advantages. 


Send for this Informative 
New Booklet 


For all to whom dependable, tax-free income is 
a primary objective, this new and inclusive 
resumé defines and discusses the exceptional 
investment qualities of municipal bonds. An 
accompanying chart discloses the value of the 
tax-exemption feature under current Federal laws. 
Without obligation, send for “The Investment 
Merits of Selected Municipal Bonds.” 


HALSEY, STUART & CO. INc. 
123 S. La Salle Street, Chicago 90, Illinois 


Gentlemen: Please send me, without cost or 
obligation, the booklet “The Investment 
Merits of Selected Municipal Bonds.” 
Name 
Address 


Se Use this request form— at no cost. 


HALSEY, STUART & CO. Inc. 
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TRUST OPERATING ECONOMIES 


DRAFTING AND OTHER SUGGESTIONS 
FOR IMPROVING EFFICIENCY or TRUST SERVICE 


LESLIE A. HOFFMAN 
Assistant Secretary, Girard Trust Company, Philadelphia 


Business Development Activities 


Revise and keep up to date business de- 
velopment mailing lists. 

Avoid purchase of over-supply and non- 
use of booklets and other printed matter. 

In accepting new accounts, insist upon 
special, satisfactory arrangements with re- 
spect to accounts consisting largely of: 

Real property. 

Going business. 

Close corporation. 

Unproductive or speculative property. 

Other types of property requiring special 
services. 

Formulate and adhere to a statement of 
policies for the acceptance of new trust 
business. 

Accept no unprofitable business unless 
there are extenuating circumstances. 

Have a definite program whereby direc- 
tors, officers and employees all do their part 
in developing trust business for their com- 
pany and cordial relations are maintained 
with members of the bar and life under- 
writers. 

Have a business development committee 
with a budget. 


Supplies 


Establish central purchasing department. 

Centralize approval-of-supply  requisi- 
tions. 

Check divisions for surplus supplies and 
equipment that may be released for general 
use. 

Keep control of stationery and supplies. 

Standardize forms and letterheads. 

Reduce size of letterheads. 

Study use of forms to determine quan- 
tities that should be ordered. 

Determine necessity for all copies and 
multiple-print forms. 

Eliminate surplus copies of records and 
correspondence. 


Third and final 
from May issue. 


instalment, continued 


Keep control of telephone and telegraph. 
Reduce number of outside telephones: 


1. Change to house phones. 
2. Double up on phones. 

Keep control of light and heat. 

Turn off lights, fans and machines when 
not needed and upon leaving desk. 

See that out-of-pocket expenses are 
charged to trust account and not trust in- 
stitution. 

Use both sides of paper for: 


. Daily circulating bulletins. 
. Procedure bulletins. 

. Office memoranda. 

. Internal reports. 

. Lists of investments, etc. 
. Documents. 

Use both sides of adding machine paper 
when running trial balances. 

Use back of incoming letter for carbon 
copy of answer. 

Single space typing. 

Eliminate letters accompanying payments 
by voucher. 

Use memoranda, obsolete forms and not- 
to-be filed letters for scratch paper. 

Reduce size of scratch paper. 

Reuse cardboard backs for pads and 
forms. 

Eliminate use of envelopes in non-con- 
fidential inter-departmental communica- 
tions. 

Eliminate duplication of 
files. 

Use staples instead of pins and clips. 

Save rubber bands, pins, clips: 

1. Check floor and around desk daily. 

2. Check supply cabinets for hoarding. 

Ration rubber bands, pins and clips. 

Eliminate rubber bands and clips on pack- 
aged material sent to files: 

1. Use paper bands. 

2. Use string-tying machine. 

Remove rubber bands before cremating 
bonds and coupons. 

Salvage dictaphone shavings. 

In changing addresses on machine plates, 
use block-out instead of new plate. 


records and 
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Redirect correspondence not intended for 
bank or trust company by use of rubber 
stamp, “Forwarded without acknowledg- 
ment.” 

Install salvage receptacles for deposit of 
material that can be reused. 

Consider advantages of having company’s 
own form of certain agreements, etc., e.g., 
leases, etc. 

Keep departmental supplies in original 
box or paper to protect from dust, hand- 
ling, etc. 

Where a less expensive file folder will suf- 
fice refrain from using the more costly ones. 

Conservation can be even extended to 
paper towels where it may be possible to 
make use of only one instead of two or 
three. 

In many cases, otherwise obsolete, forms 
can be used with certain thoughtful changes. 

Acquaint users of stamp pads with the 
fact that they can be re-inked. 

Certain printing work can be done more 
economically on the outside. 

Place reminders in the form of stickers 
on packaged supplies as to special uses, 
conservation, etc. 





MEREDITH GALLERIES 


16 EAsT 52ND STREET 
NEW YORK 22, N. Y. 
PLAZA 3-0572 


~ 


SALES AT PUPBLIC AUCTION 
FOR ESTATES OR INDIVIDUALS 
ANTIQUES, FURNITURE, 
FURNISHINGS, PORCE- 
LAINS, PAINTINGS, RUGS, 

SILVER, JEWELRY, etc. 


LITERARY PROPERTIES. 


ACCEPTED APPRAISERS 
FOR INHERITANCE TAX, 
INSURANCE, etc. 


Bank References Upon Request 


Under the Personal Supervision of 
Mr. BRADLEY DELEHANTY & 
Mr. STANLEY SOLON 
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Supplies in desks awaiting use should be 
kept neat and in good condition. 

Standardize binders. 

Return ring and post binders to the sup- 
plies section when they have served their 
purpose. 

Many multi- or two-color forms will ade- 
quately serve in one color. 

Judicious use of printed forms where 
possible for receipts, advices, etc. 

Paper should be used in the lightest pos- 
sible weights, the smallest convenient sizes 
and unnecessary uses eliminated. 

Use forms involving pin-perforating, pen- 
ruling, folding, binding, etc. only when very 
necessary. 

Make the most of the space on a form: 

1. Reduce lengthy, unnecessary head- 
ings. 

2. Align blanks to be filled in to facili- 
tate typing, etc. 

Use standard sizes in envelopes and en- 
closures. 

Redesign forms and notices for mailing 
to fit window envelopes. 

Use Kraft paper for envelopes. 

Where envelopes must be used supply old 
or discontinued ones for reuse where prac- 
ticable. 

Maintain a manual of forms. 

Appoint a forms and supplies committee 
to continually review forms and their us- 
age: 

. Additional information. 

. Better arrangement 
ations. 

. Size. 

. Number of copies. 


and combin- 


Audits and Examinations 


Keep books and records so as to facilitate 
the audits and examinations of the trust 
department. 

Maintain a continuous running daily 
check of operative and administrative per- 
formance re progress and quality of work. 

Use spot checks in place of complete re- 
checking wherever possible. 


Cooperative Activities 


Explore the possibilities of such coopera- 
tive activities as: 

Advertising. 

Use of mechanical devices—such as photo- 
stating machine—not required for constant 
use by any one trust institution. 

Investment analysis. 

Cost analysis and possible economies of 
operation. 





Schedules of compensation. 

Formation of separate non-profit corpor- 
ation for specific purposes: 

1. Veterans’ loans. 
2. Real estate statistical and 
functions. 

Encourage life insurance companies to 
extend to trust institutions as trustees of 
life insurance trusts, the right to use life 
insurance policy settlement options. 


service 


Personnel Relations 


Establish and follow a well-planned per- 
sonnel relations program. 

Develop in employee a sense of security, 
self-respect and respect for the rights of 
others; and a feeling of pride in achieve- 
ment. 

Have an adequate, competent, well-chosen 
and well-trained work force: 

. Right employee in right job. 
. Systematic rotation of jobs where 
possible. 

3. Promptness - Attendance - Overtime 

- Discipline. 
4. Encourage self-improvement. 

Keep employee turnover down by apply- 
ing all elements of management to each per- 
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sonnel problem at the time the problem 
arises. 

Have adequate pay schedules and main- 
tain a personal interest in employee’s pro- 
gress and welfare. 

Encourage the staff to make suggestions 
for improvements in operation, forms, work- 
ing conditions and services to customers. 

Maintain a job analysis, classification, 
evaluation and employee merit rating sys- 
tem. 

Have all in a supervisory capacity fam- 
iliar with job instructor training and how 
to follow through with the fundamental 
policies of the bank. 

Pamphlets for employees to guide them 
in handling their duties, improve attitude 
and personal appearance. serve as an educa- 
tional medium, develop proper public rela- 
tions, ete. 

Provide opportunity for the employee who 
is ready to assume greater responsibility. 


Miscellaneous 


Avoid frequent changes in systems: 

1. Accounting. 

2. Bookkeeping. 

3. Statements to courts and beneficiaries. 





ALL CASH PAID FOR 
SOUND COMPANIES 


(manufacturing or retail) 
We Are Principals — Not Brokers 


This Corporation has been engaged in the 
purchase and operation of Manufacturing 
and Retail Businesses -for the past 10 years. 
Minimum purchases considered $200,000 
cash, prefer situations requiring $500,000 
cash upward. 

Owners may initiate strictly confidential 
negotiations directly with us or through 
their bank, accountants or attorney. It has 
been our consistent policy to continue exist- 
ing executive and operating management 
wherever possible and practical. 

Inquiries should be addressed to Chairman 
of the Board and marked “confidential.” 


AETNA INDUSTRIAL 


CORPORATION 


565 Fifth Ave., New York PL 3-7870 
Capital Available Over $5,000,000. 
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Remove obsolete material from ware- 
houses and storage places. 

Have an uncomplicated and carefully fol- 
lowed procedure as to the mechanics of es- 
tablishing and/or changing compensation 
arrangements for an account. 

Recognize the fairness and advantages 
of the “Pay-As-You-Go” principle as ap- 
plied to trust compensation. 

Have a standard printed form of com- 
pensation agreement. 

Have a set routine for including in com- 
pensation proper allowance for unusual ser- 
vices performed. 

Establish fees to discourage requests for 
special services. 

Renegotiate existing business 
shown to be carried at a loss. 

In jurisdictions where emergency war 
statutes exist, take advantage of their pro- 
visions to facilitate the handling of a par- 
ticular account where applicable. 

For customers called out of the country 
or located at points too remote for prompt 
communication, arrange for the trust com- 
pany to have the power to act for the owner. 

Consider combining the transfer and cor- 
porate trust departments. 

The mere fact a personal trust business 
is being carried on does not warrant the 
inauguration of a corporate trust business 
without a real need for the new service. 

Have a good public relations program in- 
cluding a carefully worked-out advertising 
plan and keep everlastingly at it: 

1. Policies. 

2. Management. 
3. Services. 

4. Personnel. 

Require periodic reports—at least annual- 
ly—with respect to operations of each unit, 
section, division, etc. © 


when 


IN MARYLAND 


For Cooperation 
on Banking or 
Matters 


E TRUST CO. 


Trust 


EQUITABL 


MBER FECERA er 


BALTIMORE 
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Give consideration to systematic con- 
traction of personnel and equipment, of 
cyclical divisions and units, e.g., real es- 
tate division. 

Centralize the requesting and filing of 
legal opinions. 

Consolidate the agency services offered 
and definitely distinguish the various types. 

Take advantage of simplified signatures 
for trustees now permitted in re United 
States savings bond redemptions. 

Develop good telephone habits of usage: 

1. Booklet. 

2. Illustrated talk by phone company 

representative. 

Charge employees for personal outgoing 
calls. 

Maintain friendly and cooperative rela- 
tionships with those groups with whom the 
trust department has direct dealings in con- 
nection with its trust business. 

Formulate, make known and put 
practice sound trust policies. 

Encourage standardization in classifying 


into 


- trust accounts and in classifying and val- 


uing trust assets. 

Establish a system for reviews of ac- 
counts from an administrative standpoint. 

Divide large divisions into sections and 
units to fix duties, responsibility and allow 
better control. 

Have assets in their proper places. 

Maintain a trust records control section 
or docket. 

Eliminate red tape wherever and when- 
ever possible. 


Trust Committee Chairmen Named 


The following committee chairmen were re- 
cently appointed by Frank C. Mayne, Jr., pres- 
ident of the Trust Division, Illinois Bankers ° 
Association, and vice president of Central Na- 
tional Bank & Trust Co., Peoria: Bulletins: 
John B. Happ, First National Bank, Evanston; 
Legislation: Charles J. Roubik, Harris Trust 
& Savings Bank, Chicago; Public Relations & 
Education: Robert R. Bunting, Mercantile 
Trust & Savings Bank, Quincy; Trust Invest- 
ments: William S. Turner, The Northern 
Trust Co., Chicago; Trust Operations: P. C. 
Yocom, Springfield Marine Bank. 


oO —— 


Gross trust department earnings of Mary- 
land state banks and trust companies in 1945 
totalled $2,171,012, according to the recent 
report of the State Bank Commissioner. This 
represented approximately 11% of total oper- 
ating earnings of all such -banks irrespective 
of their having a trust department. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Hollywood—Herbert C. Duenckel was pro- 
moted te trust officer at BANK OF AMERICA 
N. T. & S. A. 


Los Angeles—Major Eugene M. Kennedy 
returned to the Los Angeles main office, BANK 
OF AMERICA N. T. & S. A., as trust officer, 
following four years with the U. S. Army in 
the European and Asiatic theaters. 


Riverside—James J. Roush was appointed 
assistant trust officer of the Riverside branch 
of BANK OF AMERICA N. T. & S. A. in 
charge of the trust division. Mr. Roush was in 
the trust department of the Los Angeles office 
since April of this year, prior to which he 
came from Columbus, Ohio, where he had been 
associated with the Huntington National Bank 
before entering the private practice of law in 
1942. 


San Bernardino 
—B. W. Peterson, 
assistant trust of- 
ficer, became head 
of the trust de- 
partment of the 
San Bernardino 
branch of the 
BANK OF 
AMERICA N. T. 
& S. A. He began 
his banking 
career in 1919, 
having 20 years 
experience with 
the City National 
Bank & Trust Co. 
of Chicago, and 
has spent two 
years active service as a colonel in the Army. 


B. W. PETERSON 


DELAWARE 


Newark—Irvin Dayett succeeds J. P. Wright 
(resigned) as president of the NEWARK 
TRUST CO. 


GEORGIA 


Atlanta — At the FULTON NATIONAL 
BANK, William Matthews advanced from 
trust officer to vice president and trust officer; 
Osear S. Davis elected vice president and trust 
officer. The former has been with the institu- 
tion since 1929, is a vice president of the trust 
division of the American Bankers Association 
and a member of the executive committee of 
the trust division of the Georgia Bankers Asso- 
ciation. Mr. Davis was formerly with several 
companies in Atlanta, among them Coca-Cola 
Company, where he was vice president and gen- 
eral manager. 


Atlanta—Elect- 
ed president of 
the CITIZENS & 
SOUTHERN NA- 
TIONAL BANK, 
Mills B. Lane, Jr., 
is, at 34, one 
of the youngest 
large-bank presi- 
dents in the na- 
tion, with 20 years 
of banking exper- 
ience in Georgia 
and the South- 
east. He succeeds 
H. Lane Young, 
who advanced to 
vice chairman of 
of the board. Mr. 
Lane now begins another chapter in the 72- 
year history of one of the famous banking 
families of the nation, following in the path of 
his father and grandfather. 


MILLS B. LANE, JR. 


Atlanta—Thomas K. Glenn has retired as 
chairman of the board of the TRUST COM- 
PANY OF GEORGIA, with which he has been 
associated 44 years, and has been elected hon- 
orary chairman. John A. Sibley succeeds him, 
relinquishing his practice of law as a senior 
member of Spalding, Sibley & Troutman, the 
bank’s counsel. 


B. M. Doster, newly elected assistant treas- 
urer, is in charge of tax work in the trust de- 
partment. 


ILLINOIS 


Evanston—Roscoe L. Tearney, trust officer 
of the EVANSTON TRUST & SAVINGS 
BANK, was also elected a vice president to 
succeed the late Joseph L. McNab. 


KANSAS 
Wichita—H. D. Lester resigned as vice pres- 
ident and assistant trust officer of the 
FOURTH NATIONAL BANK, but will con- 
tinue as a director and member of the executive 
committee. 


MASSACHUSETTS 


Boston—Directors of the executive commit- 
tee of the STATE STREET TRUST CO. elect- 
ed Howard B. Phillips of the corporate trust 
department as assistant secretary. 


MICHIGAN 


Detroit — At the NATIONAL BANK OF 
DETROIT, J. Edward McGowan, in charge of 
the real estate division, was promoted to as- 
sistant vice president and assistant trust offi- 
cer; Walter F. Osius, in the corporate trust 
division, promoted to assistant trust officer. 
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Jackson—Arthur D. Reese was appointed as- 
sistant trust officer at the JACKSON CITY 
NATIONAL BANK & TRUST CO. 


MINNESOTA 


Minneapolis—FIRST NATIONAL BANK OF 
MINNEAPOLIS elected W. Hubert Kennedy a 
vice president in 

the trust depart- 

ment, to “repre- 

sent the interests 

of estates or 

trusts in the oper- 

ation or liquida- 

tion or business 

enterprises” as 

announced 

by president Hen- 

ry E. Atwood. Mr. 

Kennedy resigned 

as vice president 

and treasurer of 

J. F. Lowe Com- 

pany, Minneapolis 

investment coun- 


W. HUBERT KENNEDY sel firm. 


MISSOURI 


Kansas City—UNION NATIONAL BANK 
promoted E. J. McBride to the position of as- 





Established 1879 


a SILO’S 


New York’s Oldest Gallery 
Vanderbilt Ave. and 45th St. 


Sales of 
Art, Antiques and 
Literary Property 


Estates Appraised 
and Liquidated 


Sales conducted by 
E. M. Wagner and 
Ashbel Green, Jr. 


Under the Personal Direction of 


= MRS. JAMES P. SILO = 


TRUSTS and ESTATES—August 1946 


sistant trust officer. He has been associated 
with the trust department since its organ- 
ization in 1933. 


St. Louis—Walter L. Pope has been appoint- 
ed assistant trust officer at the MERCAN- 
TILE-COMMERCE BANK & TRUST CO. 


St. Louis—MISSISSIPPI VALLEY TRUST 
CO. appointed Reginald M. Hartnett a vice 
president to succeed W. R. Cady, retired real 
estate officer. 


NEW JERSEY 


Elizabeth—Andrew C. Eckels, formerly 
treasurer and trust officer, ELIZABETH 
TRUST CO., was elected vice president and 
trust officer. 


NEW YORK 


New York—S. A. Brown, vice president in 
the trust department of the CENTRAL HAN- 
OVER BANK & TRUST CO. for the past 18 
years, resigned on June 30. He had been in 
various executive capacities of the Central 
Union Trust Company. 


NORTH CAROLINA 


Winston-Salem—At the main office, WACH- 
OVIA BANK & TRUST CO., Robert C. Mer- 
ritt, Jr., was elected assistant trust officer; at 
Charlotte office, Sam T. Thorne made a trust 
officer. Mr. Thorne was a state bank examiner 
for eight years prior to service with the Navy. 
He is a graduate in trust administration of the 
American Bankers’ Association Graduate 
School of Banking. 


PENNSYLVANIA 
Harrisburg—Clinton L. Keister, senior vice 
president and trust officer of the DAUPHIN 
DEPOSIT TRUST CO., was elected a member 
of the executive committee to succeed the late 
Vance C. McCormick. 


Lancaster—R. C. Short, assistant trust offi- 
cer, FULTON NATIONAL BANK, has return- 
ed to his duties after service in the armed 
forces. 

Philadelphia—Under its pension plan, LAND 
TITLE BANK & TRUST CO. retired 15 em- 
ployees, among them Aaron L. Deeter, trust 
officer, who had a total of 36 years. Frederick 
S. Habicht of the mortgage department (who 
is also president of the bank’s Pioneer Club) 
also retired with 55 years of service behind 
him. 

Philadelphia—Robert Coltman replaced Don- 
old F. Bishop as vice president in the trust 
department of the PROVIDENT TRUST CO., 
the latter having resigned to open his invest- 
ment-counsel office in the same city. John J. 
Buckley, recently discharged Army major, was 
appointed to the staff of the estate planning 
department. 





Philadelphia—H. Townsend Bongaidt, for- 
merly trust investment officer, was elected 
trust officer to succeed Robert E. Towey, re- 
signed, TRADESMENS NATIONAL BANK & 
TRUST CO. 


Quakertown—Henry C. Detweiler retired as 
secretary and treasurer of the QUAKER- 
TOWN TRUST CO., but continues as a mem- 
ber of the board of directors and as chairman 
of the trust committee. He has been with the 
company 42 years. 


SOUTH DAKOTA 


Sioux Falls—John P. McQuillen was elected 
vice president, trust officer and director at 
the NORTHWEST SECURITY NATIONAL 
BANK, to succeed P. H. McDowell, resigned. Mr. 
McQuillen is a former major in the Army Air 
Forces, and previously was United States Dis- 
trict Attorney. 


TENNESSEE 


Nashville—AMERICAN NATIONAL BANK 
promoted G. F. Cole, Jr., from assistant trust 
officer to trust officer. 


VIRGINIA 


Richmond—Claude L. Batkins has_ been 
named assistant trust officer and assistant 
secretary of the STATE-PLANTERS BANK 
& TRUST CO. Mr. Batkins returned last Oc- 
tober after serving in the Infantry since 1942 
and participating in the North France cam- 
paign. 

re) 


TRUST INSTITUTION BRIEFS 


San Francisco, Cal.—L. E. Townsend, vice 
president in charge of advertising, BANK OF 
AMERICA N. T. & S. A., was elected president 
of the San Francisco Advertising Club. 


Chicago, Ill—A trust certificate was issued 
to the RIVER FOREST. STATE BANK on 
June 25, 1946. 
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Goshen, Ind.—C. E. Stout, secretary-treas- 
urer of the SALEM BANK & TRUST CO., 
has been elected State vice president of the 
A.B.A. Trust Division. 


Philadelphia, Pa—-LAND TITLE BANK & 
TRUST CO., pioneering in telecasting, present- 
ed the first television program ever telecast in 
this country to promote the education of the 
public in banking methods, over Station WPTZ 
on July 26. Warren H. Woodring, vice pres- 
ident and treasurer of the Bank, acted as the 
“narrator.” 


Philadelphia, Pa—REAL ESTATE TRUST 
CO. announced that a cost of living bonus re- 
troactive to January 1, 1946 was distributed 
in July. This amounted to 6 per cent of the 
first $2,000 of annual salary of all officers 
and staff; if salary is less than $2,000 an- 
nually, employees will receive 6 per cent extra 
pay beginning in July; if more than $2,000 
annually, $10 extra a month. In addition, salar- 
ies for July included a bonus to cover the 
amount for the past six months. 


Pittsburgh—The UNION TRUST CO. and 
the Mellon National Bank plan to merge into 
a billion dollar bank, to be known as the MEL- 
LON NATIONAL BANK & TRUST CO. Di- 
rectors approved the plan, and stockholders 
will vote on the proposal September 16th. 
Combined resources of the banks amount to 
$1,174,000,000. The merged institution would 
have headquarters in the present Mellon Na- 
tional Bank building, while the present Union 
Trust quarters would be the Union Trust 
branch. Clarence Stanley will be chairman of 
the executive committee, and Lawrence N. 
Murray, first vice president of Mellon National, 
will be president of the new bank. 


Dallas, Texas—Nathan Adams, chairman, 
and George Waverly Briggs, vice president and 
trust officer, FIRST NATIONAL BANK, were 
notified by the British Ambassador in Wash- 
ington that they are to receive the King’s 
Medal for “service in the cause of freedom.” 
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Leonard Heads Trust Association 


T. D’Arcy Leonard, K.C. was elected pres- 
ident of The Trust Companies Association of 
Ontario at the annual meeting this Spring. 
Mr. Leonard, 
who is’ general 
manager and di- 
rector of Canada 
Permanent Trust 
Company of Tor- 
onto, succeeded 
A. Roy Courtice, 
trust officer of 
The Toronto Gen- 
eral Trusts Cor- 
poration. J. W. 
Scott, of Water- 
loo Trust & Sav- 
ings Company, 
was chosen vice 
president, and 
Laurence G. 
Goodenough was 
re-elected secretary-treasurer. 

The association passed a resolution express- 
ing appreciation to Mr. Courtice for the out- 
standing contribution he had made during 
his presidency, particularly as chairman of 
the Education Committee in connection with 
the inauguration of the Trust Companies 
Course at Queens University. 


T. D’ARCY LEONARD 


———<—<$———_o————_ — 
Women in Trust Business 


There is a future in trust business for wo- 
men, asserted Miss Gene H. Colwell, assistant 
trust officer, Bank of America, Los Angeles, 
at a recent luncheon tendered to Helen Knox, 
president of the Association of Bank Women. 
Reviewing the history of trusts and the scope 
of fiducary services, with the recent trend to 
smaller estates, Miss Colwell pointed out that 
there is a particularly fertile field for women 
in new business development. 
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New Ottawa Trust Company 


The Ottawa Valley Trust Company, incor- 
porated in December 1945, by a special act of 
Parliament under the Trust Companies Act 
ses of the Domi- 
nion of Cana- 
da, announced 
on August Ist 
the election of 
G. Gordon 
Gale as Pres- 
ident. During 
the war years 
t Mr. Gale acted 


Vice - Presi- 
dents named 
are J. Gordon 


J. S. SHAKESPEARE 


Fleck and C. M. Edwards. 

General Manager of the new Trust Company 
is J. S. Shakespeare. After graduating from the 
University of British Columbia, Mr. Shake- 
speare practiced law in his native province for 
6 years. He entered the trust business with the 
Toronto General Trusts Corporation at Van- 
couver; two years later he was appointed Brit- 
ish Columbia Manager for Montreal Trust 
Company. In 1943 he went to Montreal as 
superintendent of branches for the latter Com- 
pany. 

The Trust Company will conduct a general 
trust business including the planning of es- 
tates in conjunction with clients’ Solicitors 
and management services to persons during 
their lifetimes. Temporary offices have been 
opened at 140 Wellington Street, Ottawa, and 
arrangements are being made for an early 
move to permanent quarters. Its proximity to 
the various Government Departments will 
enable the company to render special trust 
services to residents and non-residents. 

————0- 


IN MEMORIAM 


LOUIS H. GETHOEFER, retired chairman 
of the Peoples-Pittsburgh Trust Co., now the 
Peoples First National Bank & Trust Co. 

CHARLES NELSON, since 1935 president 
of the Nashville (Tenn.) Trust Co., which was 
founded by his grandfather in 1889. 

JOHN TROWBRIDGE, partner in the firm 
of Driscoll, Millet & Co., certified public ac- 
countants and bank analysts of Philadelphia, 
and formerly with the National City Bank of 
New York. 

EDGAR A. JONES, former president of the 
Pennsylvania Bankers Association and vice 
president of the Scranton-Lackawanna Trust 
Co. 
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Recent Elections in 
Fiduciary Associations 


Southern California Trust Officers Assn. 
Chairman: J. R. Johnson, Bank of America, 
Los Angeles; Secy-Treas.: Varian S. Green, 
Security First National Bank, Los Angeles. 
Delaware Trust Company Section 


Chairman: Walter J. Laird, Wilmington 
Trust. 

District of Columbus Fiduciaries Section 

President: S. William Miller, Union Trust; 
ist V.P.: Richard A. Norris, Lincoln National 
Bank; 2nd V.P.: Robert H. Lacey, National 
Mé¢tropolitan Bank; Treasurer: Albert S. 
Gatley, Lincoln National Bank; Secretary: 
Eldridge Kendrick, Washington. W. Hiles 
Pardoe, National Savings & Trust Co., was 
elected vice president of the state trust divi- 
sion of American Bankers Association. 


Georgia Bankers Assn. & Atlanta Clearing- 
House Committee on Trust Affairs 
Chairman: J. C. Shelor, Trust Company of 
Georgia, Atlanta. 


Indiana Bankers Assn. Trust Committee 


Chairman: R. Floyd Searer, First Bank & 
Trust, South Bend. 


Indianapolis Corporate Fiduciaries Assn. 


President: Francis A. Ohleyer, Fletcher 
Trust; Vice Pres.: Kenneth L. Peek, Union 
Trust; Secy-Treas.: Louis S. Binkley, Bankers 
Trust. 

Kansas Trust Division 


President: E. G. Princehouse, Fourth Na- 
tional Bank, Wichita; Vice Pres.: W. A. 
Schaal, Lawrence National Bank; Secy- 
Treas.: W. Max Harris, National Bank of 
Topeka. 

Maine Trust Company Association 

President: Benjamin Jones, president, First- 

Auburn Trust Co., Auburn 
Vice Pres.: Harold B. McCard, president, 
Rangeley Trust Co., Rangeley 

Sec.-Treas.: George C. Fernald, August. 

Paul C. Thurston, president of Rumford 
Falls Trust Co., was elected chairman of the 
executive committee. 

John P. Vose, trust officer, The Merrill 
Trust Co., Bangor, was elected vice president 
of the Maine Trust Division of the American 
Bankers Association. 

Mississippi Trust Division 

President: R. Lee Hagaman, Jr., Jackson 
State National Bank; Vice Pres.: George E. 
Estes, Hancock Bank, Gulfport. 

Oregon Committee on Trust Powers 

Chairman: R. A. Welch, First National 
Bank, Portland. 

Philadelphia Corporate Fiduciaries 

William M. David, vice president of The 
Pennsylvania Company for Insurances, etc., 
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was elected president. J. M. Johnston, vice 
president of the Girard Trust Co., was elected 
vice president, and Robert U. Frey, assistant 
treasurer of The Pennsylvania Company, was 
named secretary-treasurer. 
Tennessee Fiduciary Section 

President: Alec B. Stevenson, American Na- 
tional Bank, Nashville; Vice Pres.: R. G. 
Brown, National Bank of Commerce, Mem- 
phis; Secretary: J. W. Sullivan, Jr., Fidelity- 
Bankers Trust, Knoxville; Treasurer: H. G. 
Huddleston, American Trust Bldg., Nashville. 

Vermont Trust Company Division 

President: Earl J. Welch, Union Savings 
Bank & Trust, Morrisville; Vice Pres.: John 
P. Dyer, Richford Savings Bank & Trust, 
Richford; Sec.-Treas.: Earl W. Reed, Essex 
Trust Co., Essex Junction. 

Seattle Trust Men’s Assn. 

President: Edward R. R. Mackay, Seattle- 
First National Bank; Vice Pres.: L. Wallace 
Graves, National Bank of Commerce; Secy- 
Treas.: Robert E. Lewis, Pacific National 
Bank. 

George H. Fisher, trust officer of the Bank 
of California, N.A., Tacoma, was elected vice 
president of the state Trust Division of the 
American Bankers Assn. 
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Recently Elected Officers of 
Life Insurance and Trust Councils 


Chicago 
President: Earl M. Schwemm, Great-West 
Life; Vice Pres.: J. L. Chapman, City Nation- 
al Bank & Trust; Treasurer: Walter N. Hil- 
ler, Penn Mutual; Secretary: Louis W. Fisch- 
er, American National Bank & Trust. 


Los Angeles 


President: F. Miles Flint, Citizens Nation- 
al Trust and Savings Bank; Vice Pres.: El- 
din L. Smith, Connecticut General; Secretary 
and Treas.: Russell C. Lemmon, Farmers & 
Merchants National Bank. 


Baltimore 


President: Leonard V. Godine, National 


Life of Vermont; Vice Pres.: J. Blake Lowe,' 


Equitable Trust; Secretary: J. K. Brigstocke, 
Safe Deposit & Trust; Treasurer: F. Gibbs 
LaMotte, Massachusetts Mutual. 


St. Louis 


President: Towner Phelan, St. Louis Union 
Trust; Vice Pres.: William King, Fidelity Mu- 
tual; Secretary: Ashley Papin, John Hancock; 
Treasurer: Al Lutz, Tower Grove Bank & 
Trust. 
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Pittsburgh 


President: B. J. Hampsey, Potter Title & 
Trust; Vice Pres.: Harold S. Brownlee, Equit- 
able Life of Iowa; Secretary: Ross S. Edgar 
Pittsburgh Life Underwriters Assn. 


Seattle 


President: Robert Lewis, Pacific Nationa! 
Bank; Vice Pres.: Linius Pearson, Northern 
Life; Secretary: Park Cassel, Seattle-First 
National Bank; Treasurer: Herbert Wick- 
strant, Mutual Life. 


A complete roster of Councils will be 
published in a Fall issue. 


HELLO, DEER — 


Employees of the East Rochester branch of 
the Union Trust Company of Rochester were 
surprised, upon coming to work one morning 
recently, to find a 120 pound deer in active 
possession of the premises. Having crashed 
through the rear door, it was just as anxious 
to crash out, having failed to find the doe. It 
was assisted in this desire by the police. 
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Fallacies and Facts of Pension 
and Profit-Sharing Plans 


“There are a great many fallacious ideas 
in the minds of employers with reference to 
Pension and Profit-Sharing Plans.” These were 
the opening remarks of Meyer M. Goldstein, 
Director of the Pension Planning Company of 
New York City, at the First Chartered Life 
Underwriter Institute held at the University 
of Connecticut, on June 27. 

Among the fallacious impressions held by 
many employers, which Mr. Goldstein con- 
troverted, were: 

1. Should we have a Pension Plan? 
a. We can get along without a pension plan. 
b. We should pay pensions out of payroll 
on a pay-as-you-go basis. 
. Our turn-over is so high that we can’t 
afford a pension plan. 
. We can’t undertake a fixed commitment. 
. We cannot finance the accrued liability 
for past service. 
2. What benefits should be included? 

We must have liberal death and severance 

benefits in our pension plan. 

3. Which employees should be entitled to par- 
ticipate in our Pension Plan? 

a. Our Pension Plan should be confined to 

those earning over $3,000 per year. 

b. Social Security takes care of those who 

earn below $3,000 per year. 

. How should our Pension Plan be funded? 

There is only one good funding method. 

5. Should we amend our present Pension Plan? 

a. Half a loaf is better than none. 

b. A pension of 25% of average pay is 

enough. 

:. Nobody should have a pension of more 
than $3,000 a year. 

. Social Security takes care of the lower 
paid employees. 
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e. A money purchase plan is better than a 
definite plan. 

f. Early retirement benefits are sufficient 
to take care of disabled employees. 

g. We cannot afford the cost of an adequate 
pension plan. 

. Should we have a Profit-Sharing Plan? 

a. A deferred-distribution profit-sharing 
plan is a substitute for an immediate- 
distribution profit-sharing plan. 

. A. deferred-distribution profit-sharing 
plan is a substitute for a pension plan. 

», A deferred-distribution profit-sharing 
plan can provide more benefits to em- 
ployees than a pension plan. 

d. A deferred-distribution profit-sharing 
plan should precede a pension plan. 

. Should we amend our present Deferred- 

Distribution Profit-Sharing Plan? 

Our deferred-distribution profit-sharing 
plan should be continued. 
. What should be our Investment Policy? 


Our employee fund should be invested in 
common stock of our company. 


9. What is the Role of a Consultant? 
Employers do not need a consultant. 


INSURANCE SALES RISE 


Life insurance purchased in the United 
States in June ($1,863,485,000) showed an in- 
crease of 53% over purchases in the corre- 
sponding month of last year and were nearly 
twice the aggregate reported for June in pre- 
war 1941, reports the Life Insurance Agency 
Management Association of Hartford. In the 
first six months of the year total purchases 
were $10,475,563,000, an increase of 47% over 
the first six months of 1945 and 90% over the 
corresponding period of 1941. Ordinary life 
insurance accounted for $7,759,824,000. 
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Allocating Principal and Income 


The “Illinois Principal and Income Act,” 
adopted in 1941, solves many of the problems 
which confronted trust administrators in the 
allocation between principal and income of 
unusual receipts and disbursements. It should 
be borne in mind, however, that where the 
express terms of a trust instrument are in 
conflict with the provisions of the Act, the 
terms of the instrument prevail. Consequently, 
the first step should be to analyze the terms of 
each trust instrument to ascertain the manner 
in which the terms of the instrument deviate 
from the Principal and Income Act. The sec- 
ond procedural step should be the routing of 
all unusual items of receipts and disbursements 
through some central source in order that a 
uniform policy might be applied in the inter- 
pretation of the Act. This central source would 
also have before it the terms of the trust in- 
struments which treat such unusual items in a 
manner different from the treatment in the 
Act. 


The direction by this central source as to 
the disposition of such items can be fitted 
into the operations of any trust department, 
with the possible exception of the amortiza- 
tion of premiums as required by Section 7 of 
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the Act. No particular method of handling is 
superior to any other and the method adopted 
to reflect the proper disposition on the records 
of the trustee will depend largely upon the 
bookkeeping methods employed by the insti- 
tution. 


The amortization of premiums will probably 
require separate computations. Many banks 
find it most’ expedient to amortize premiums 
out of the general income of the trust account 
rather than out of the income of the particular 
securities which were purchased at a premium. 
Transfers from income to principal to take 
care of the amortization can be regularly 
scheduled at intervals which will not interfere 
with other operations. Many institutions find 
it sufficient to make these adjustments annual- 
ly, though, of course, care must be exercised 
to have the amortization up-to-date should a life 
tenant die. 


Two other provisions of the Principal and 
Income Act require special computations. Sec- 
tion 4 of the Act relates to the apportionment 
of income between successive life tenants. It 
should be noted that the Act requires only the 
apportionment of interest. Consequently, it is 
relatively a simple matter to accrue the inter- 
est on interest bearing securities down to the 
date of the death of the life tenant and make 
the necessary adjustments. 


Section 5 of the Act deals with the income 
during the period of administration. Under this 
section, the income beneficiary of a residuary 
trust is entitled to all income earned or accrued 
during the period of administration of the 
estate except income on property sold or used 
for the benefit of paying legacies and dis- 
charging debts, taxes and expenses of ad- 
ministration. At the time of the transfer of 
the property from the executor to the trustee 
under the will, a computation of this income 
can be made and the proper adjustments re- 
flected on the books of the trustees. 


Mechanics, procedures and forms will vary 
according to institutional policies. A contin- 
uous study of the method of handling principal 
and income items looking towards economies 
and improved methods is essential in each in- 
stitution. 

From report of Committee on Trust Oper- 
ations to Trust Division, Illinois Bankers 

Assn., John H. Willett, chairman. 


0. 
Unique Realty Service 


A un‘que land development subdivision and 
selling service, including complete handling of 
details from raw land to final sale of indi- 
vidual subdivided parcels is now being offered 
by California Trust Company of Los Angeles. 
The company has offered this service for years 
in handling trusts and estates. It is now being 
made available tothe public. The new depart- 
ment will be headed: by Harold E. Phelps. 





NEW BOOKS 


PLANNING AND BUDGETING A 
BANK’S ADVERTISING PROGRAM 


By ROBERT LINDQUIST, Financial Adver- 
tisers Assn., 231 S. LaSalle St., Chicago 4. 132 
pp. $2.00 


The “Why, When, Where and How” of bank 
advertising are authoritatively discussed in 
this book. Mr. Lindquist, assistant vice presi- 
dent of the American National Bank and 
Trust Company of Chicago and Second Vice 
President of the F.A.A., originally prepared 
the material as a thesis for the Graduate 
School of Banking. In one of the most compre- 
hensive studies of the subject of bank adver- 
tising in recent years, Mr. Lindquist asserts 
that many banks fail to obtain maximum 
benefits from their programs “because they 
do not truly understand the purpose of adver- 
tising, and do not know how to make the most 
effective use of its power.” 


After presenting a brief history of bank 
advertising and the reasons why banks should 
advertise, the book outlines the steps necessary 
in the planning and budgeting of a bank’s ad- 
vertising program. Emphasis is placed on set- 
ting up a long-range plan, based on research 
and correlated with business development ob- 
jectives. An analysis is made of the many 
services offered by banks, and the various 
media available for advertising them. Steps 
in the preparation, operation, and control of 
a bank’s advertising budget are then described, 
supported by an original survey of the adver- 
tising expenditures of 282 institutions, all 
members of the F.A.A. 


THE SOCIAL PROBLEMS OF AN IN- 
DUSTRIAL CIVILIZATION 


By ELTON MAYO, Harvard University Press. 
$2.50. 


War, revolution, or at best class or group 
antagonisms are the penalty for our failure 
to keep our social development — and that 
largely ‘means our industrial relations — 
abreast of our material progress. This is at the 
hub of the thesis in this book. 


Professor Mayo has had excellent opportunity 
to know the causes of industrial stresses and 
strains — now so much in unhealthy evidence 
~— from his clinical and plant work both at the 
Harvard Business School’s department of In- 
dustrial Research, and in many industry 
studies including the famed Hawthorne exper- 
iments. Indifference to the human reactions 
and needs of workers in tune with the rapid 
developments of business techniques has con- 


tributed too much to internal hostilities and 
indifference of workers to management. Prof. 
Mayo finds our present economic strife calls 
for techniques of cooperative effort based on 
practical humanities and concrete studies of 
attitudes and misconceptions. These he out- 
lines in his book, which commends itself as a 
most timely topic for those charged with stable 
and satisfactory industrial relations. 
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STUDIES IN THE CLASSICAL THE- 
ORIES OF MONEY 


By KARL H. NIEBYL. Columbia University 
Press. 190 pp. $2.50. 


Dr. Niebyl, of the Dept. of Economics of 
Tulane University, deals with the classical 
theories of money with an analysis of our 
system in the late eighteenth and early nine- 
teenth centuries. Emphasis is given the chang- 
ing function of money within the general back- 
ground of developing industrial society. 

{+ 

Hilliard H. Smith is Commissioner of the 

newly created Department of Banking, Frank- 


fort, Kentucky; Dudley Caudill, of Morehead, is 
Deputy Commissioner. 
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CHANGES IN ACCOUNTING AND 
TAX APPORTIONMENT | 


New Virginia Legislation Analyzed 


L. B. GUNN 
Vice President and Trust Officer, State-Planters Bank and Trust Company, Richmond, Va.; 
Member, Committee on Trusts, Virginia Bankers Assn., and of Subcommittee 
of Advisory Legislative Council 


N Virginia, except on rare occasions, fi- 

duciaries settle their accounts in ex- 
parte proceedings as contrasted with the 
more formal accounting procedure in many 
other states, with all parties before the 
court. In our State, the keystone of prompt 
and accurate accounting is the Commission- 
er of Accounts. If he is diligent in requiring 
fiduciaries to file their accounts promptly 
and regularly and if he audits the account 
and sees: that all laws have been observed 
and that the terms of the trust instrument 
have been faithfully carried out, and that 
the account is promptly spread upon the 
public record in court, the ex-parte proce- 
dure is quite simple and fully adequate in 
the majority of cases. The weaknesses in 
the fiduciary accounting practice in Vir- 
ginia were thought to be due to the lack 
of enforcement rather than to a lack of 
adequate laws. The Advisory Council pro- 
posed several amendments designed princi- 
pally to correct procedural defects, and 
these were enacted this year. 


Section 5401 was amended to require 
Commissioners of Accounts to procure from 
the clerk at the end of each month a list of 
the fiduciaries who qualified that month and 
to report immediately to the court a failure 
to give bond or defects therein. 


Section 5404 was amended to require 
trustees under recorded deeds of trust, 
mortgages, or assignments for the benefit 
of creditors, to report to the Commissioner 
within four months after the sale of any 
property. Other fiduciaries are excused 
from this requirement because sales of 
property by them will appear in their an- 
nual accounting to the Commissioner. 


Formerly all fiduciaries were subject to 
the four months accounting but the law was 
not observed nor enforced. The amendment 
makes the law practical and enforceable. 


Section 5408 was amended so as to re- 
duce ‘the time within which accounts must 
be filed by fiduciaries from six to four 


months from -the end of the accounting 
year. It was thought that four months was 
a sufficient period within which to prepare 
an accounting and that any longer period 
would be an invitation to procrastinate and 
a task put off too long is frequently not at- 
tended to. The section was further amended 
requiring the Commissioner to report to his 
court twice a year the names of delinquent 
fiduciaries and provides for the automatic 
summons of such delinquents by the Clerk 
to answer before the court. 


Section 5409 dealing with forfeiture of 
commissions was amended to coordinate its 
provisions as to the time of filing the ac- 
count, to give the Commissioner primary 
jurisdiction to refuse commissions, and 
eliminating the old provision which pro- 
hibited forfeiture of commissions if the. fi- 
duciary had a private accounting with the 
beneficiaries although he failed to account 
to the proper authorities. These amend- 
ments were thought wise as a protection to 
many members of a family who were re- 
luctant to complain of some relative who 
was a fiduciary and who, though honest, 
failed to act promptly and regularly. Under 
the old system, the Commissioner seldom 
summoned anyone to make an accounting 
unless some interested party made a com- 
plaint. Now it is the Commissioneyr’s duty 
to make everyone file an accounting and do 
so promptly. 


Section 5409-a was amended so that es- 
tates of $2,500 or less, instead’ of the old 
figure of $500 or less, need not be accounted 
for except at three-year intervals after the 
first annual account. However, under the 
old law, this privilege was automatic where- 
as now the affirmative sanction of the Com- 
missioner must be obtained in each case and 
the discretion remains with the Commis- 
sioner as to whether the three-year inter- 
val shall be granted. At the request of in- 
terested parties the Commissioner must 
require annual accounting. 





Estate and Inheritance Taxes 


NEW Section 5440-b was enacted pro- 

viding for the apportionment of Fed- 
eral estate taxes among beneficiaries in 
proportion to their beneficial interests in 
the gross taxable estate unless the will or 
other writing directs otherwise. Hereto- 
fere, Federal estate taxes were a charge 
upon the gross estate and the entire burden 
fell upon the residuary, except that life in- 
surance proceeds and powers of appoint- 
ment required pro rata contribution. 


This statute was not sponsored by the 
Virginia Bankers Association nor by the 
Advisory Council. In the opinion of many 
members of the Virginia Bankers Associa- 
tion, the new law was passed without ade- 
quate consideration and investigation of 
the technical aspects involved, and in its 
present form is going to cause a great deal 
of trouble. However fair it may seem on its 
face, its application is in serious doubt and 
it will have to be amended or repealed. 


It fails to state whether it is applicable 
to estates of decedents who died prior to its 
effective date. In one section it would seem 
that if the Federal estate tax has not yet 
been assessed or paid, then the tax must 
be apportioned when the tax becomes as- 


sessable at some future date. The law fur- 
ther requires that the court shall direct the 
fiduciary as to how the tax shall be appor- 
tioned and from whom to recover a pro rata 
contribution, but the law fails to state how 
the matter is to get before the court under 
an ex-parte accounting and also fails to 
state whether the court can make an order 
with respect to property of a person who is 
not before the Court. There is considerable 
question as to how a fiduciary in Virginia 
can, for instance, proceed to enforce pro 
rata contribution from a legatee in some 
other state if the property inherited by that 
legatee should happen to be a piece of real 
estate located in that other state. 


Another odd and unsolved situation would 
arise in the case where a decedent would 
leave to a relative the right to use and en- 
joy a certain parcel of real estate for life 
with the residue thereof to other persons. 
The Act provides that where a trust is cre- 
ated, the tax shall not fall upon the life ten- 
ant nor upon the remaindermen but shall 
fall upon the corpus of the trust and shall 
be collected therefrom. If the corpus be a 
iece of real estate we wonder how we can 
ollect the tax from the real estate. Since 
t is clearly not the duty of the life tenant 
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or the remaindermen to pay the tax, they 
would be reluctant to come forward and do 
so and the only alternative would seem to be 
to sell the property in order to get the tax 
out of the proceeds thereof, which action on 
the part of the fiduciary would probably 
defeat the intention of the testator. 


Another conflicting and disturbing fea- 
ture stems from the fact that the Act pro- 
hibits the fiduciary from distributing any 
property until the Federal tax applicable 
thereto has either been contributed by the 
beneficiary or a sufficient bond given to pro- 
tect the fiduciary. The trouble with this is 
that it is not at all uncommon for a period 
of two years or more to elapse aftér death 
before the Federai estate tax has been as- 
certained, assessed, paid, audited and the 
estate released by the Federal authorities. 
It appears that this will unduly delay the 
settlement of many estates and will throw 
a burden on the estate to pay interest at 
6% on many bequests which are not paid 
within the normal pericd of six months or 
one year. 


One good feature of this Act is a provi- 
sion which holds that when the State 
of Virginia elects to take as its tax the 
80% credit allowed under the Federal law 
instead of assessing inheritance tax, in such 
circumstances the tax so taken by the State 
will be deemed to be an estate tax, charge- 
able against the estate and prorated accord- 
ing to the Federal tax. Heretofore the 
State law was not clear on how to handle a 
case of this kind. The State inheritance 
tax was ascertained and assessed directly 
against the beneficiaries. However, when 
the State found that it would obtain more 
revenue in some cases by taking the 80% 
credit under the Federal tax instead of as- 
sessing its own tax, the doubt existed as to 
whether the state was levying an inheri- 
tance tax or an estate tax. This is clarified. 





What the Public Knows 
About Trusts 


Less than 15% of the public knows about 
trust services offered by banks, according to 
the results of a personal interview poll con- 
ducted in four cities by R. L. Polk & Co. and 
reported in the June and July issues of Bank- 
ing. To the question: Can you name five serv- 
ices of your local banks? the tabulated re- 
sults showed the following percentages for 
these cities: 


Common 
Trust 
Funds Accounts 


Salt Lake City a 0 8.4% 
Buffalo . 2.9% 2.3 
Minneapolis __. 5.0 2.0 
Montgomery — 13.0 4.0 

As to a list of 27 banking services, the in- 
terviewees were asked which they use or know 
about but do not use, with the following per- 
centage results as to trust services: 


Common 
Trust Funds Trust Accounts 
Use Don’t Use Use Don’t Use 


6% 34.0% 5.8% 72.4% 
148.. 9.1... 748 
66.0 7.0 81.0 
61.0 2.0 78.0 
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Will Drafting Contest 


A will drafting contest with $1,500 in cash 
prizes for local attorneys graduated since 1940 
will be conducted this Fall by the Trust Com- 
panies’ Association of Oregon, according to 
an announcement by President Richard A. 
We-ch, who is trust officer of The First Na- 
tional Bank of Portland. Judges for the con- 
test, which closes this October 15, will be a 
committee selected by the deans of the three 
law schools in the State. 


There will be five prizes ranging from $500 
down in $100 steps to $100. M. H. Erz, trust 
officer of Title & Trust Company of Portland, 
is serving as contest chairman. 


Need for Trust Legislation 


The Trust Division of the Utah Bankers 
Association is studying the need for legisla- 
tion on common trust funds and the prudent 
man rule. Reporting as division president to 
the association’s recent annual meeting, W. H. 
Loos indicated that these needs arose out of 
discussions at the monthly and special meet- 
ings of the Trust Division during the past 
year. Mr. Loos, who is vice president and trust 
officer of First Security Bank of Utah, Og- 
den, remarked on the success of the meetings 
at which individual members presented papers 
and led d’scussions on assigned topics. 


Community Trusts Growing 


Community Trusts in the United States and 
Canada had aggregate charitable resources of 
$75,092,009 at the end of 1945, compared with 
$67,041,684 at the close of 1944, according to a 
survey published recently by the New York 
Community Trust. During 1945, $2,021,890 was 
disbursed, compared with $1,918,475 in the pre- 
ceding year. The number of unit funds admin- 
istered has risen to 627 from 543 at the end of 
1944, 

Reported holdings of the largest trusts 
at December 31, 1945, were New York Com- 
munity Trust, $17,090,046; Chicago Community 
Trust, $12,274,073; Cleveland Foundation, 
$9,607,644; and Boston Permanent Charity 
Fund, $5,994,791. Next in order were similar 
foundations in Los Angeles, $4,194,669; Win- 
nipeg, $3,609,603; and Indianapolis, $2,888,045. 

In amount of disbursements during 1945, 
New York was first with $567,349, followed by 
Chicago with $351,211, Boston with $250,715, 
Cleveland with $253,929, and Hartford with 
$114,742. 

The survey was based on reports from 75 
community foundations. Of these, 65 are now in 
possession of funds and 54, compared with 48 
a year earlier, are currently making appropri- 
ations. 
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Income Tax 


Family trusts—new Treasury regula- 
tions not controlling. In Stockstrom, 3 T.C. 
225, it had been held that, where the settlor 
had broad administrative powers over the 
corpus of trusts, and retained wide discre- 
tion respecting the apportionment and with- 
holding of income, the Commissioner was 
justified in taxing the income to the settlor. 
Subsequent to an appeal, and an affirmance 
by the Second Circuit Court of Appeals, 
the Commissioner promulgated T.D. 5488 
(commonly referred to as the Clifford Reg- 
ulations). The Circuit Court thereupon au- 
thorized the Tax Court to reconsider its 
decision in the light of the new regulations. 
HELD: The new regulations represent the 
Commissioner’s present construction of the 
law. It is unnecessary to consider them in 
this case. Even if it were essential to do so, 
they would not, in the opinion of the Tax 
Court, represent a correct interpretation of 
the statute. The regulations in no way 
change the Tax Court’s former decision. 
Estate of Louis Stockstrom, 7 T.C. No. 32, 
June 27. 





Evans on E. P. T. Council 


Peter Guy Evans, tax editor of Trusts and 
Estates, has been ap- 
pointed to the new Ex- 
cess Profits Tax Council 
in Washington. The 
Council, consisting of 
fifteen members, has 
been set up by the Com- 
missioner of Internal 
Revenue for adminis- 
tering corporation ex- 
cess profits tax refund 
claims filed under Re- 
lief Section 722, In- 
ternal Revenue Code. 


PETER GUY EVANS Mr. Evans, an author- 


Husband and wife partnerships not rec- 
ognized. Taxpayers, who were conducting 
a manufacturing enterprise, executed 
agreements with their wives four years aft- 
er the formation of their partnership. In 
these agreements, taxpayers stated that at 
an earlier date they had made gifts to their 
respective wives to.the extent of 50% of 
their respective interests. On the strength 
of this, it was claimed that each wife owned 
a 25% interest in the partnership and that 
each therefore was entitled to a 25% divi- 
sion of the profits. HELD: Since the wives 
rendered no services, nor contributed any 
capital of their own, a valid partnership 
with them did not exist for tax purposes. 
Livie v. Comm., C.C.A.-6, May 28. 

Life insurance proceeds in excess of 
“consideration of $1.00” taxable. Insured 
was indebted to plaintiff corporation in ex- 
cess of $25,000. To obtain a cancellation of 
this indebtedness, insured and his wife ex- 
ecuted a collateral assignment of three life 
insurance policies to the corporation, re- 
citing a “consideration of $1.00.” Corpora- 
tion took a deduction in its tax returns for 





ity on federal taxes, is a member of the New 
York Bar, and a Certified Public Accountant 
in New Jersey and New York. He has been on 
the faculties at Rutgers, Columbia and New 
York Universities. During the past semester 
he lectured on federal taxes, finance and ac- 
counting five nights during the week at the 
three Universities. 


Mr. Evans participated in the four Annual 
Institutes on Federal Taxation held at New 
York University, and four years ago he helped 
found the Annual Institute on Federal Taxa- 
tion of Rhode Island State College, of which 
he has been chairman. 


His fellow editors wish Pete the best in his 
new ro:e. We welcome as his successor, Samuel 
J. Foosaner, well known to the tax fraternity. 
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the full amount of the debt. It paid a total 
of $5,012.57 in premiums on the policies, 
and upon the death of the insured it re- 
ceived $18,188.70, representing net pro- 
ceeds which it claimed to be fully tax free. 
HELD: While, as a general rule, proceeds 
payable by reason of the death of an in- 
sured are exempt from income taxes, this 
is not true where there has been an assign- 
ment for a valuable consideration. Only the 
equivalent of the consideration paid plus 
the premiums paid thereafter by the trans- 
feree are exempt. Plaintiff’s contention that 
the consideration included the $25,000 in- 
debtedness was not established under the 
facts, and therefore not sustainable. Net 
proceeds received in excess of $1.00 plus 
$5,012.57 premiums paid by corporation, 
are subject to income taxes. St. Louis Re- 
frigerating and Cold Storage Co. v. U. S. 
—D. Ct. of U. S., E. D. Mo., No. 4059, May 
29. 


Estate Tax 


Claim against estate for alimony until 
remarriage by divorced wife deductible. 
As part of divorce decree Maresi agreed to 
pay his wife $4800 a year until her death 
or remarriage, in consideration of her re- 
leasing all claims against him and his es- 
tate. When Maresi died, his wife was 49 
and unmarried. Decedent’s executor claimed 
a deduction under Section 812(b) of the 
Code for the sums which would have to be 
paid Mrs. Maresi. The conjectural question 
of how long Mrs. Maresi would be entitled 
to receive the annual payments was raised. 
Taxpayer cited the American Experience 
Table as to life expectancy and tables apply- 
ing respecting widows in Workmen’s Com- 
pensation matters, to support contention 
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with regard to Mrs. Maresi’s likely contin- 
ued celibacy. The Commissioner objected 
to the executor’s reliance on comparative 
tables on the theory that they did not offer 
an accurate response. HELD: The entire 
question of the expectancy of the widow’s 
continued celibacy is unpredictable. But to 
allow no deduction would be to do an in- 
justice. The Tax Court concluded the argu- 
ments of the taxpayer were sustainable. It 
adopted a practicable means for reaching 
its determination and its decision should be 
followed. Comm. v. Maresi, C.C.A.-2 No. 
302, July 8. 


Transfer prior to effective date of sta- 
tute included in gross estate. In 1903, set- 
tlor created a trust which provided income 
to him for life, with a reversion of the 
corpus to him, if living after a fixed term 
of years. He died in 1939, prior to the end 
of the trust term. HELD: The corpus was 
includible in his gross estate. The fact that 
the estate tax law was not enacted until 
thirteen years after the trust was estab- 
lished does not make the inclusion of the 
corpus unconstitutional. Estate of Pratt »v. 
Comm., C.C.A.-2—No. 258, June 27. 


Revenue Bureau Rulings 


PS No. 56. Upon learning of the termina- 
tion of a pension, stock bonus or profit shar- 
ing plan, the trustee must, before dis- 
tributing the assets, notify the Commis- 
sioner of Internal Revenue, who will de- 
termine the effect of such termination 
(whether plan was originally bona fide) 
and advise the trustee accordingly. 


Special ruling respecting stamp taxes. 
Federal stamp taxes paid by a corporation 
on issuance of its bonds upon original fi- 
nancing or re-financing are exhaustible 
capital expenditures, amortizable over the 
term or life of the bonds. Letter Ruling, 
June 19, 1946. 


Embezzlement does not of itself result 
in taxable income. Where the owner does 
not lose title to the property embezzled, the 
correct rule appears to be (in view of the 
decision of the Supreme Court in Comm. v. 
Wilcox, et al), that the mere act of em- 
bezzlement does not of itself result in tax- 
able income. Where, however, the owner 
condones the taking of property and for- 
gives the indebtedness, taxable income may 
result to the embezzler, depending upon the 
facts in the particular case. G.C.M. 249-15, 
modifying G.C.M. 16572. 





Decisions 


These digests of current decisions affecting fiduciaries were reported by the 
following attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
DELAWARE: Robert C. Barab—Attorney-at-Law, Wilmington 
GEORGIA: Furman Smith—Spalding, Sibley & Troutman, Atlanta 


MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 
NEBRASKA: Frank D. Williams—Cline, Williams & Wright, Lincoln 


NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Trachtman & Hughes, New York City 
PENNSYLVANIA: R. M. Remick—Saul Ewing, Remick & Harrison, Philadelphia 
RHODE ISLAND: Colin MacR. Makepeace—Tillinghast, Collins & Tanner, Providence 


The complete roster of contributing legal editors appears in January and July. 


CHARITABLE TRUSTS — Cy Pres Doctrine 


Nebraska—Supreme Court 
First Trust Co. v. Thompson, 23 N.W. (2d) 339. 


Grantor placed defaulted foreign bonds in 
trust with directions to collect at par and 
establish an orphans’ home. Bonds remained 
at less than ten cents on the dollar, and proved 
insufficient to accomplish grantor’s purpose. 
On application of the trustees, court substi- 
tuted one of three existing orphanages as re- 
cipient of the funds. 

HELD: A court of equity will, under the 
judicial cy pres doctrine, substitute another 
mode if it may be done within the scope of 
the donor’s dominant purpose. Such substi- 
tution is in the court’s sound judicial discre- 
tion. 
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CHARITABLE TRUSTS — Removal of Trus- 
tee 


Nebraska—Supreme Court 
In re GrbIny’s Estate, 22 N. W. (2d) 488. 


HELD: A trustee of a charitable public trust 
may be removed for cause, in proceedings 
brought by the attorney general of the state. 
Failure to give bond as ordered by the county 
court is cause for removal. 


oO 


CLaims — Liability of Executor and Trus- 
tee for Torts 


Georgia—Supreme Court 
Ernest G. Beaudry, Inc. v. Freeman, 38 S. E. (2d) 40. 


Testator carried on a Ford agency as indi- 
vidual proprietor. He died on January 6, 1943, 
leaving a will in which the residue of the 
estate was left in trust and the executor and 
trustee were authorized to carry on the busi- 
ness and to incorporate and hold the stock as 


an investment. On February 6, 1343, while the 
business was being carried on Ly the executor, 
a sign on the premises fell injuring the plain- 
tiff. On March 31, 1943, the business was con- 
veyed by the executor to a corporation formed 
by the executor and the corporation assumed 
all of the debts of the estate. Action was brought 
against the corporation as the assumer of the 
liabilities of the estate. 


HELD: In the case of an executor or ad- 
ministrator‘’ acting merely as representative 
of the estate, the estate is liable for torts 
committed by the executor or administrator 
only to the extent that the estate is benefitted 
by such tort. Otherwise the executor is liable 
only in his individual capacity. Where, how- 
ever, an executor is authorized and directed 
to conduct the business of the deceased as a 
going business, and in so conducting the bus- 
iness the executor or trus‘ee commits an ac- 
tionable tort, he is liable in his representative 
capacity in the same manner and to the same 
extent as an individual would be liable. 

In an action to which both the executor and 
the corporation were parties, the plaintiff 
could recover against the corporation on its 
contract assuming the liabilities of the estate. 
Even in the absence of such contract, since the 
will directed that the executor and trustee 
form the corporation and transfer the assets 
of the estate to the corporation in exchange 
for the corporate stock of the corporation, the 
corporation became liable for the tort. 


CONFLICT OF LAws — Foreign Will Inef- 
fective as to Local Real Estate 


New Jersey—Orphans’ Court 
In re Winter’s Estatc, 47 A. (2d) 545. 


Herman Winter, while a resident of New 
Jersey, executed a will in due form to pass 
title to real estate situate in this state. Later 
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he married and went to Arizona where he was 
domiciled when he died. While in Arizona, the 
testator made a holographic will in which he 
attempted to dispose of all his estate and re- 
voked all prior wills. This instrument was not 
witnessed, but being holographic was duly 
executed under the laws of Arizona and was 
admitted to probate in that state. It was not 
executed according to New Jersey laws. 


New Jersey law permits the probate of wills 
of non-residents on certain conditions, one of 
which is that the non-resident shall die “seized 
of real estate situate in this state leaving a 
last will and testament executed in due form 
to pass title to real estate situate in this 
state.” The testator did die seized of real 
estate in New Jersey. The earlier will is now 
submitted for probate in New Jersey. 


HELD: Will admitted to probate. Although 
a later inconsistent will revokes a former will, 
the later will must be executed according to the 
statutes on revocation. Therefore, the attempt- 
ed revocation in the Arizona will, either implied 
or express, cannot affect New Jersey real 
estate. The inconsistency must be a legal in- 
consistency and the attempted revocation in 
Arizona is a legal nullity as to New Jersey 
real estate. There is no principle of interstate 
comity which can affect the disposition of New 
Jersey real estate, either by wills not accord- 
ing to its laws*or by foreign statutes. Since 
the New Jersey will is the only legal will 
affecting real estate in this state, and is un- 
revoked as such, it is the only last will of real 
estate which the state will recognize and thus 
is within the terms of the statute. The fact 
that the Arizona will has been probated in 
Arizona does not affect the New Jersey will 
since one of the conditions of the statute is 
that the New Jersey will shall not have been 
probated elsewhere. 

—Staff Digest 
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CONFLICT OF LAws — Validity of Exercise 
of Power of Appointment 


New Jersey—Orphans’ Court 
In re Winter’s Estate, 47 A. (2d) 548. 


Under the will of Albert Winter, a resident 
of New Jersey, the residuary estate was left 
to trustees for the benefit of his son, Herman 
Winter, the testator in the above case, with 
provisions for payment of part of the prin- 
cipal at certain times. The will authorized the 
son to appoint by will the principal remaining 
in the hands of the trustees, to any individual 
or corporation. If no valid exercise of the ap- 
pointment has been made the remaining prin- 
cipal goes to certain New York charities named 
in Albert’s will. Herman’s will executed in New 
Jersey, exercised the power in favor of his 
mother, who is still living in New Jersey. His 
later executed Arizona will attempted to exer- 
cise the power in favor of his wife. The trust 
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funds are within New Jersey and consist en- 
tirely of personal property. 


HELD: The statutes of Arizona and the 
Arizona will are both ineffective to revoke the 
exercise of the power of appointment made by 
the son in his New Jersey will. The domicile 
of the donor was in New Jersey, and the rule 
is that the domicile of the donor of a power of 
appointment given by will must govern as 
against the laws of the domicile of the donee in 
determining whether or not the power has 
been exercised. Therefore, the will of Herman 
Winter executed in New Jersey is his only 
last will which disposes of this power of ap- 
pointment according to the laws of New 
Jersey and it has not been revoked by any 
Arizona statute or by the Arizona will, nor is 
it in any way affected by them. 

Counsel for the charities correctly contended 
that the attempted exercise of the power of 
appointment in the Arizona will was void but 
they go further and say that although the 
execution of the power in the New Jersey 
will of Herman is valid, it cannot be of any 
power in New Jersey since Herman did not die 
a resident of this State, and that even though 
the New Jersey will of Herman has been pro- 
bated here the effect of its probate is limited 
to real estate. However, the provisions of the 
statute show that it was intended that the 
probate should be a full probate in the ordinary 
sense. Arizona can have no legal interest in 
the carrying out of this power of appointment. 
Its execution and interpretation are governed 


entirely by the laws of New Jersey. 
—Staff Digest 
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DISTRIBUTION — Duty of Court to Allow 
Alien Property Custodian Reasonable 
Time to Ascertain Existence of Heir in 
Germany 


Massachusetts—Supreme Judicial Court 
Knapp v. Graham, 1946 A. S. 859. 


On the death of X on December 21, 1941, in- 
testate, it appeared from a report by the ad- 
ministrators to the Alien Property Custodian 
on August 9, 1943, that there were two cousins 
in Boston, A and B, and possibly another, W, 
in Germany, and that the estate would be held 
for determination as to the heirs. Subsequently 
A died and her executor petitioned for distri- 
bution of the estate to him and to B as the 
only heirs. Attorneys appointed by the Alien 
Property Custodian to represent W moved for 
continuance until the existence of W could be 
determined. The probate Judge denied the mo- 
tion and decreed distribution in equal shares 
to B and the estate of A as the only heirs. 
One of the attorneys, as the attorney appointed 
to represent W, appealed from the decree de- 
nying the motion to continue and from the 
decree for distribution. The executor of A 





and B filed motions to dismiss the appeals on 
the ground principally that the appeals were 
the appeals of the attorney and not of W. 


HELD: First, the motion to dismiss the ap- 
peals must be denied, as they were in sub- 
stance appeals in behalf of W, not of the at- 
torney. It could not rightly be found that W 
was not living at the death of X, since the 
probate records in another estate showed that 
he was living in Germany a few years before 
X’s death and there was no evidence that he 
had died. Also the records in the other case 
tended to show that he was a first cousin. 
Accordingly he was a person aggrieved by the 
decree, with a right of appeal. Also there was 
nothing in the contention that the denial of 
the motion for continuance was so completely 
a matter of judicial discretion as not to be the 
subject matter of an appeal. 


Second, the denial of the motion for contin- 
uance was on March 23, 1945, while we were 
still at war with Germany, and there had been 
no opportunity to check on the existence of 
heirs in Germany. The Alien Property Cus- 
todian was appointed under the “trading with 
the enemy act” to take charge of property pay- 
able to a designated enemy country or a na- 
tional thereof, and he duly appointed an at- 
torney to represent W. Accordingly the probate 
judge should have granted the motion for con- 
tinuance. Both decrees should be reversed and 
the case should be remanded to the Probate 
Court and an order entered allowing the 
Alien Property Custodian a reasonable time 
to ascertain the existence of W. 


0. 


DISTRIBUTION — Pretermitted Heir Pro- 
vided for Only in Inter Vivos Trust 


California—District Court cf Appeal 
Estate of Hale, 75 A.C.A. 261. 


Mrs. Hale’s will left her estate to her daugh- 
ter Helen, making no mention of her grand- 
children, the children of her deceased son 
Claude. By inter vivos trust created some four- 
teen years before her death, Mrs. Hale had 
made provision for her three children, includ- 
ing Claude who was then living, and for 
Claude’s issue after his death. On appeal by 
Claude’s children from an adverse decree of 
distribution, 


HELD: They were provided for by a “set- 
tlement” as that term is used in Probate Code 
Section 90, and are therefore not entitled to 
share in the estate as pretermitted heirs. 


—_————0 


The First National Bank of Hutchinson, 
Kan., is another convert to the ranks of banks 
whose slogan has become “If You Have $1,- 
000, You Have An Estate.” 
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DISTRIBUTION — Termination of Trusts 
Before Stated Term 


Massachusetis—Supreme Judicial Court 


All-n v. First Nat. Bank and Trust Co., 1946 A. S. 
765. 


The Will bequeathed $1000 to the defendant 
Bank to hold in trust and pay the income to 
R during “the full term of her natural life” 
and upon R’s death to pay the principal to 
her children. R filed the petition to terminate 
the trust, naming her four children, all over 
21, as consenting to its allowance and alleging 
that “no more or other children can or will 
be born to your petitioner.” The Bank opposed 
the petition. 

HELD: Petition dismissed. The terms of the 
Will showed that it was the testator’s intention 
to provide an income for R as long as she 
lived; and the termination of the trust would 
not be in accordance with the purpose of the 
testator as shown by the Will. 


0 
LirFE TENANT & REMAINDERMAN — Pro- 
priety of Exercise of Power to Invade 
Principal by Income Beneficiary 
New York—Court of Appeals 


In the Matter of William E. Woollard, N.Y.L.J., July 
29, 1946. ; 


Testator’s will created a trust of his residu- 
ary estate, the income from which was to be 
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paid to his widow together -with as much of 
the principal as the widow might deem neces- 
sary for her maintenance, comfort and well- 
being. The will further provided that the wid- 
ow was to be the sole judge of the amount, if 
any, which should be withdrawn from princi- 
pal and paid to her as necessary for her main- 
tenance, comfort and well-being. The remain- 
dermen sought a construction which would 
permit the court to question the honesty and 
good faith of the widow in requesting a por- 
tion of the principal. 


HELD: Under the terms of the will no one 
may question or go behind a determination by 
the widow that a portion of the principal was 
necessary for her maintenance, comfort and 
well-be'ng. All that is required is that the 
widow so determine and state in writing to 
the trustees who are thereupon obligated to 
comply with her request. The statement it- 
self imports the exercise by her of good faith 
and honest judgment and that is all that may 
be asked. 


TAXATION — Estate & Inheritance — Jur- 
isdiction to Determine Incidence of Tax 
as Between Estate and Inter Vivos 
Trust 


California—District Court of Appeal 


Crocker First National Bank v. Horgan, 74 A.C.A. 


1045. 


Plaintiff bank commenced this action against 
Horgan, as executor of Guerin’s will, praying 
that the court declare that defendant executor 
had no interest in an inter vivos trust estab- 
lished by decedent with plaintiff as trustee. 
Defendant asked that court determine respec- 
tive liabilities for federal estate tax as be- 
tween plaintiff trustee and executor. Trial court 
determined executor had no interest in the 
inter vivos trust and that he should pay all 
the federal estate tax levied against the 
estate, including the property held by plaintiff 
trustee. 


HELD: Affirmed. The only question present- 
ed on appeal was that of jurisdiction of the 
Superior Court to determine that the burden 
of the federal estate tax should fall on the 
estate, the executor arguing that jurisdiction 
to determine that question rests exclusively 
with the Probate Court. This decedent had died 
prior to August 4, 1943, when Probate Code 
Sections 970 to 977 went into effect, giving the 
Probate Court jurisdiction to determine ap- 
portionment of the federal estate tax between 
the estate and strangers taking title under 
inter vivos transfers. The 1943 statute was 
therefore held inapplicable, and the jurisdic- 
tion of the court in equity to make the re- 
quired determination upheld. 
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TAXATION — Estate & Inheritance — Pro- 
visions of Will Changing Normal Inci- 
dence of Tax 


California — District Court of Appeal 
Estate of Hotaling, 74 A.C.A. 1027. 


Hotaling died October 30, 1943, leaving a 
will executed July 9, 1943. Sections 970 to 977 
of the Probate Code providing for apportion- 
ment of federal estate tax became effective on 
August 4, 1943. Decedent left various legacies, 
and in the second paragraph of his will directed 
that all “inheritance taxes” chargeable against 
bequests, devises, etc., were to be paid from 
the residue, “‘so that said bequests, devises and 
benefits under trusts shall be paid and delivered 
in full and without deduction.” Lower court 
directed federal estate tax to be prorated 
among devises and bequests, in accordance 
with Section 970 which requires proration 
“except in a case where a testator otherwise 
directs in his will.” 

HELD: Reversed. Although testator died 
after the law requiring proration went into 
effect, the will is to be construed in the light of 
the law as it existed when the will was made. 
At that time proration of federal estate tax 
was not required but the tax was payable out 
of the residue unless the testator directed 
otherwise. Although the term “inheritance 
taxes” is admittedly inapposite as far as 
federal estate tax is concerned, the direction 
that all bequests, etc. “shall be paid and de- 
livered in full and without deduction,” taken 
in conjunction with the state of the law exist- 
ing at that time and presumptively known to 
the testator, evidenced an intent that the 
federal estate tax was not to be prorated but 
was to be paid out of the residue. 


0 


TAXATION — General — Liability of Es- 
tate of Non-resident for Property Tax 
where Trustee was Resident 


Rhode Island—Supreme Court 


Greenough v. Tax Assesscrs of the City of Newport, 
47 A. (2d) 625. 


The decedent was domiciled in New York but 
ancillary administration was taken out in New- 
port. One executor and trustee was a resident 
of New York, the other of Newport. One-half 
of the intangible personal property of the trust 
located in New York City was assessed to the 
trustees by the City of Newport, the tax paid 
under protest and this action brought to re- 
cover the tax so paid. The Superior Court dis- 
missed the petition and upon exceptions: 

HELD: This tax is valid. It is imposed under 
General Laws of Rhode Island (1938) Chapter 
30 § 9 Fifth, and is within the scope and 
authority of that statute. It is not in violation 
of the due process clause’ of the Federal Con- 
stitution, nor is it a taking of private property 





for public use without just compensation under 
Article 1, § 16 of the Rhode Island Constitu- 
tion, even though New York may also impose a 
tax on the same property since the trust was 
created and established there and is being ad- 
ministered under the direction of its court. 
a Pe 
TAXATION — Income — Trustees Per- 
mitted to Pay Income Taxes Assessed 


on Annuitant 


Massachusetts—Supreme Judicial Court 
Old Colony Trust Co. v. Williams, 1946 A. S. 931. 


The will created a trust to pay an annuity 
to the testator’s son as long as he lived, prin- 
cipal to be used, if necessary, and unexpended 
income to be added to principal. There were 
gifts over after the son’s death. The will con- 
tained the following clause:—‘From the in- 
come collected from the trust property, or from 
the principal if they deem best, the trustees 
may pay any and all taxes which may be im- 
posed upon the principal or income of the trust 
estate.” The question was whether the trustees 
in their discretion could pay Federal income 
taxes assessed on the income paid to the bene- 
ficiary. 

HELD: They could, as Federal income taxes 
payable by the beneficiary were within the 
discretionary power conferred upon the trus- 
tees. 

0 


WILLs — Construction — Devise of Estate 
with Right to Dispose of it Held io 
Give a Fee 


Massachusetts—Supreme Judicial Court 
Anderson v. Harris, 1946 A. S. 919. 


X and her husband had no issue. By her 
will she gave her entire estate to her husband 
“to have and to hold the same to his use for 
his comfortable support and other use in any 
way that he may see fit to use or dispose of 
the same. If the income of my property is not 
sufficient for his use as he shall see fit to use 
said income, I direct that he shall have and 
use for his own comfortable support and for 
his own purposes, whatever they may be, so 
much of the principal of my said estate as he 
may desire.” There was no gift over on his 
death. He was named executor, and also trus- 
tee if ‘need be. The husband took over the 
entire estate, and filed an account showing all 
the assets so taken over by him. The account 
was assented to by him individually, but no 
citation was issued. On the husband’s death 
later his executrix arranged to sell one of the 
parcels formerly owned by X, but the buyer’s 
attorney questioned the title, and accordingly 
the present petition was brought. 

HELD: X intended complete ownership to 
vest in her husband, and accordingly his title 
Was good. The court was influenced by the fact 
that there was no gift over on his death, and 
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any other construction would result in a partial 
intestacy. 


iia iit 

WILLs — Construction — Precatory Lan- 
guage Creates Trust Although Similar 
Language Does Not Create a Term 


Delaware—Court of Chancery 
Craven v. Wilmington Teachers Ass’n, 47 A. (2d) 580. 


Will directed equal division of residue be- 
tween a church and the Wilmington Teachers 
Association. “It is my desire,” the will con- 
tinued, that the bequest to the Association be 
held in trust for the benefit of indigent retired 
teachers. However, “it is my wish” that no 
teacher receive over $500. 

HELD: (1) Even though precatory language 
is used, the intent is sufficiently clear for the 
finding of a trust. 


(2) The $500 limitation “is not sufficiently 
positive to constitute a term of the trust.” 

NOTE: In the reporter’s opinion, the two 
holdings are inconsistent. The testatrix’ intent 
was expressed with equal clarity and positive- 
ness on both issues. 

ecg ot ee a: 

WILLs — Constructicn — Life Estate with 

Power of Disposal Is Not A Fee 


Pennsylvania—Supreme Court 
Nelson v. Johnson, 47 A. (2d) 650. 


Plaintiff’s title was derived from her deceased 
mother whose will gave her “all my property 
both real and personal to have and to hold dur- 
ing her life time, and to do with as she may 
see fit at her death.” The court below was of 
opinion that this provision vested in the daugh- 
ter a fee simple estate. 

HELD: The devise of a life estate with 
power of appointment or disposal at death is 
not a gift in fee simple. The general rule that 
a bequest of personalty for life, without any 
limitation over, and without the intervention 
of a trustee, is an absolute gift does not apply 
to real estate. While these principles are 
merely rules of construction in aid of dis- 
covery of the testator’s intention there was no 
doubt in the present instance as to the intention 
of testatrix, because in a codicil she withdrew 
what she termed her “restriction” to the sale 
of another property which she owned and left 
it free to be sold by her daughter, but made no 
such change in the case of the instant property. 

But while the daughter thus took only a life 
estate under the will, the judgment of the 
court below must nevertheless be affirmed be- 
cause of the additional circumstance that the 
mother left neither a spouse nor any descend- 
ants her surviving other than the plaintiff, 
who, therefore, under the intestate laws, suc- 
ceeded to the title in remainder which was dis- 
posed of by testatrix in her will. Plaintiff can 
therefore convey a good and marketable title 


to defendants. 
—Staff Digest 
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